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STUDY OF THE OPERATIONS OF THE PANAMA CANAL 
COMPANY AND CANAL ZONE GOVERNMENT 


TUESDAY, MARCH 29, 1955 


House or REPRESENTATIVES, 
ComMMITTEE ON MercHantT MARINE AND FISHERIES, 
Washington, D.C. 
The committee met at 10 a. m., pursuant to notice, in the caucus 
room, Old House Office Building, Hon. Herbert C. Bonner (chair- 
man), presiding. 
The Cuatrman. The committee will come to order. 
This is the last topic in the series of hearings which the Committee 
on Merchant Marine and Fisheries has been conducting on the opera- 
tions of the agencies over which the committee has jurisdiction. The 
hearing today is a general hearing on the Panama Canal and what, if 
anything, may be necessary to further facilitate its operations. 
The first witness is the Governor, the Honorable John S. Seybold. 


STATEMENT OF HON. JOHN S. SEYBOLD, GOVERNOR, PANAMA 
CANAL ZONE, PRESIDENT, PANAMA CANAL COMPANY, ACCOM- 
PANIED BY L. H. NOBLE, COMPTROLLER; MERRILL WHITMAN, 
SECRETARY; AND WILLIAM G. AREY, PUBLIC RELATIONS 
DIRECTOR 


Governor Seyso.p. I am Brig. Gen. John S. Seybold, Governor of 
the Canal Zone, and president of the Panama Canal C ompany. 

The CHarrMan. You may proceed in your own way. 

Governor Srysotp. Mr. Chairman, and members of the committee, 
it is a pleasure to appear here with members of my staff and present 
to this committee the Panama Canal Company, and the Canal Zone 
Government. We appreciate your interest, and we are greatly in- 
debted for the time you have given us from your busy day for this 
orientation program. 

I would like at this time to introduce members of my staff. The 
first gentleman is Mr. Lindsay Noble, Comptroller of the Panama 
Canal C ompany; Mr. Merrill Whitman, Secretary of the Panama 
Canal Company; Mr. William Arey, director of public relations; and 
Mr. Hugh A. Norris, economist. 

Ti has been difficult to prepare the story of the Panama Canal 
Company and Canal Zone Government in a few short lessons. We 
have had to eliminate much, some of which I felt would be helpful for 
the full understanding of this complex, dual organization. 

We will endeavor to show what the unit does, how, and why it does 
it. We believed it was appropriate to entitle our presentation book- 
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let The Funnel for World Commerce for the world commerce in 
ships of many nations move through the Panama Canal on many trade 
routes. 

The canal organization, commercially, exists only to move or transit 
these ships with little or no delay. I may say at this time, too, the 
orientation and presentation before the committee at this time will 
not discuss defense in any manner. Only the commercial and gov- 
ernmental aspects of the zone and Panama Canal Company will be 
placed before this committee. 

The transit of ships is the primary mission of this agency. The 
canal is the funnel of world commerce, to serve the people of the 
world, and it is not an operation for the specific benefit of a few. 
We have distributed a booklet which I hope all members of the com- 
mittee have. We will follow in order the presentation as shown 
in this booklet. All of the graphs will be discussed and presented, 
it will be necessary to expand to some extent on this material that is 
presented in this small booklet. 

If I may suggest, Mr. Chairman, and members of the committee, 
toward the end of the presentation each day, if there are questions 
on the subject matter which has been discussed before the committee 
at each presentation, that we would certainly be happy to answer 
any questions, and also clarify any questions that may arise at the 
time on the specific matter of the parts in the booklet as we discuss 
them. We will cover, I am sure, all phases of the operation of the 
Canal Company and the Canal Zone. So if the matter that any mem- 
ber might have in mind is not brought forward today, I am sure 
that it will be covered in later periods. 

Public Law 841, of the 8ist Congress, established a dual or twin 
entity, that is, the Canal Zone Government and the Panama Canal 
Company, to administer the operations of the zone and the canal. The 
Panama Canal Company, a Government corporation, operates the 
Canal and all businesslike activities and services associated with the 
operation of the canal. The Canal Zone Government furnishes the 
governmental services required by the inhabitants of the zone which 
are normally found in any organized community and also other serv- 
ices demanded or developed by reason of the geographical and political 
position of the zone in its relationship to the Republic of Panama. 

The usual governmental services administered by the zone govern- 
ment organization are those with which everyone is familiar; namely, 
fire, police, health, postal, education, libraries, courts of justice, and 
soon. In the second category, the services performed by the govern- 
ment, due to its international or political position, are those not nor- 
mally found in an organization of this sort. They are the immigra- 
tion, quarantine, customs, and contraband control. 

The two organizations, that is, the Canal Zone Government and the 
Panama Canal Company, are actually merged, and the staff here and 
myself actually wear several hats. We work for the Canal Zone 
Government and also the Panama Canal Company. Each supports 
the other. In our daily operation in work, we make very little dif- 
ference. We never think of whether we are working for one or for 
the other. 

The Company, of course, picks up the check for the net cost to the 
Government at the end of each fiscal year, so the operation is adjusted 
so that it is self-sustaining, as has been the desire of Congress. 
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The Governor wears dual hats, the Governor’s own and that of the 
president of the Company. 

The fiscal policy of the Company becomes somewhat involved, in its 
dealings with its services to the employees where it adopts the rela- 
tionship of the employees of the Company and Government as a com- 
pany and employee relationship rather than as a citizen living in an 
organized area like he would in the State or the District. In other 
words, the relationship is always considered as an employee to its 
employer. The Company also services the Armed Forces, the Re- 
public of Panama, and the commercial users of our many service 
operations. Pricing policies in these several categories differ some- 
what and have been developed for several reasons: To maintain 
reascnable prices and promote suitable labor relationships; to meet 
the policy requirements of the Congress and the Bureau of the 
Budget ; and, of course, at all times to provide a sound business prac- 
tice In our relationship to outside commercial interests. 

That this procedure has been successful and in our opinion is the 
only method possible to meet the injunction that the Company be 
self-sustaining, can be seen by the fiscal record to date, which will be 
discussed later. 

While the act creating the Panama Canal Company changed its 
accounting practice, and, by such, changed its organization oper ation- 
ally, there has been little change in the transiting operation proce- 
dures which are of long-time testing. Ships transit in much the 
same way as they did in 1914. Services for this operation, utilities, 
and services to the employees must still be provided. 

We believe that much has been done in developing greater efficiency 
and economy by streamlining, by integration of activities, and utiliza- 
tion of modern methods and equipment. However, the number and 
diversity of operations cannot be materially reduced. 

Similar activities in both organizations are administered by one 
unit of either organization in order to eliminate duplication. Thus, 
the Company motor pool, for example, operates for both the Company 
and the Government, the specific work being charged in a proper 
manner to its specific activity. 

Operationally, we find this integration between the two or ganiza- 
tions to be of no difficulty whatsoever, and even the bookkeeping has 
shown no problem. The canal and the zone are, or soon may be, faced 
with an adjustment to the new treaty or understanding with the 
Republic of Panama. These may have far-reaching effects on the 
entire operation, but will not be clearly defined until the tre aty and 
its terms are ratified by the Congress. 

It may be foreseen that legislation initiated under the terms of this 
treaty may place an additional burden on the canal at a time when it 
is absorbing the higher costs of wage increases. It is greatly desirable 
for all to be acquainted with this activity in its broad sense in order 
to judge the coming problems in the light of their entirety. 

i believe we should begin by taking a look at our terrain model, to 
obtain an idea of the zone and the canal as they are today. I am not 
sure that this can be well seen from where you are. If not, I invite 
the members of the committee to step up to the terrain model and we 
will endeavor to point out the salient parts of the canal and the zone 
which, of course, are quite self-evident, anyway, on the model itself. 
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The canal is, in effect, of course, a Government reservation. There 
is no private ownership except that which is licensed and which in- 
cludes only those organizations which service or assist the transit of 
ships, such as organizations operating tank farms, ships agents, and 
so on. There are no privately owned businesses or commercial 
agencies not directly related to the operation of the Canal. 

The zone is a very small place relatively. It is only about 40 miles 
from north to south, and it extends 5 miles on each side of the axis of 
the canal. The model here presented to the committee at this time 
is the canal as it is today. 

An important feature in the operation of the canal and one which, 
if it were not built now could not be operated as it is at present, is 
Madden Lake and Dam, which is not shown on this model. It is up 
about where Mr. Arey is now standing. That is a large dam built on 
the Chagres River to gather additional water needed for the opera- 
tion of the canal through its dry period. Actually, the control of the 
canal is entirely vested by treaty rights in the United States and, as 
such, it of course is in a far different status than our friends the 
British were in the zone of the Suez. The whole area is about 650 
square miles, and is really, in a way, divided half and half, topo- 
graphically, and which colors our operation by the Cordillera, and 
the watersheds to the Atlantic and the Pacifie which cross the canal, 
about at Gaillard Cut. The topography is broken and hilly. There 
is no flat ground. Our agricultural operations are limited to small 
holdings of licensees. The axis of the canal runs from northeast to 
the southwest. 

The canal operates on its water supply, and the average rainfall 
varying from the Pacific side being somewhat less than 70 to 100 
inches to 130 inches on the Atlantic, and in the range of hills about 
where the pointer is now, back of Colon, at some times the rainfall 
goes as high as 180 inches. 

The temperature, of course, is constant. 

The canal is the canal that was actually built in 1914 with very, very 
little change. It has a ruling depth from the entrance on the Atlantic 
side, at the breakwater, , through the far end, on the Pacific side, of 
approximately 40 feet. The anal is 500 feet or more except in that 
portion of Gaillard or Culebra Cut, which the pointer is now showing. 
Through this 8 miles, or from Gamboa—no, that is Pedro Miguel. 
From Pedro Miguel, north to Gamboa, only 114 miles of that is of 
the 500-foot width, the rest being the limiting width of 300 feet. 

The cut, of course, with the locks presents our more serious naviga- 
tion problem. The Gatun Lake, of course, is only a submerged river 

valley. It was early dammed at Gatun Dam which, by the way, is 
the orand- daddy of all of the earth-filled dams of the United States, 
and at one time Gatun Lake was the largest manmade lake in the world. 

Now, of course, that has been superseded by others built more 
recently in the United States. But it is utilization of the lake and 
the waters of the Chagres with a reserve supply at Madden Lake that 
allow us to operate the Panama Canal. We have, of course, as is 
well known, the dry season which generally is from early January 
through the middle of May, in which we get very little, if any, rain 
under normal conditions, and then the wet season, beginning in the 
middle of May and running the rest of the year. 
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In the operation of the lake, we operate from elevation 87 down to 
a minimum of 81, but we do not like to operate below elevation 82. 
That gives us about 6 feet of water in Gatun Lake plus the reserve 
storage at Madden to carry us through the dry seasons of the year. 
Fortunately, that does very well and has done ver y well through these 
many years. At times, in the last of the dry season, we sometimes 
have to stop our hydroplant at Gatun Dam, ‘and utilize our reserve 
diesel units in order to preserve water for lockages rather than the 
hydroelectric power that we receive by the use ‘of that water. Of 
course all the water that comes through Madden is used both for power 
and then it can be utilized later on for locking ships through the canal. 

The canal, of course, is unique for its lock system, having a flight 
of three locks, twin locks, at Gatun lifting the ship from sea level to 
the elevation of Gatun Lake, and then the one set of locks at Pedro 
Miguel with one lift, and two at Miraflores locks, about a mile an a 
half farther toward the Pacific, with two lifts. Of course, this is being 
balanced on each side. The size of the locks are 110 feet by 1,000 feet. 
As such, there are about 3 or 4 commercial ships which cannot pass 
through the Panama Canal. These are, of course, the Queens, and I 
understand they quite recently built an ore ship which will operate 
on a run from the Venezuelan mines to Philadelphia. We haven’t 
got full details of this ore ship. Those are, to my knowledge, the only 
commercial ships which cannot pass through the locks. 

The United States can. Of course, there are a number of naval 
vessels which cannot pass through. The new carriers are far beyond 
the size that the canal can take, and, as I understand, they have recon- 
structed some of the carriers of the old /ssex class by placing a 
different flight deck, a canted deck, and we no longer can take them. 
Before that, we could take them through. 

However, as this committee well knows, the average commercial 
ship is a ship of around five or six hundred feet, so that the merchant 
fleet of today has ample room to pass through the Panama Canal. 

I may observe at this time, although possibly a little ahead of the 
story, that we believe that that will continue for some time, because 
the ports of the world would have difficulty in taking these exception- 
ally large ships. There may be a great change sometime due to new 
propulsion methods but at the present moment we feel that the canal 
is not so antiquated as some people may say it is in its size. Certainly 
we have a plant that was there many years ago, well designed by 
American engineers, and I think the members of the committee who 
have visited us found that the engineering is about as sound today as 
when it was designed in 1903. We are very, very proud of it. 

The maximum 1 number—it may be interesting to note—of ships that 
have passed in one day was 66, when the fleet passed in 1939. We 
moved 38 commercial ships, on October 26, 1934. This committee, 
being interested in ship operations, may like to know that the limiting 
speed is 6 knots in the channels and up to 15 and 10 in the lake regions 
and approaches. So we do not have too much difficulty there. A ship 
transits the canal, unless it is held up for some reason or other opera- 
tionally, in about 8 hours from the time it enters either side until it 
goes through, assuming that it does not stop for any services but is 
merely there for transit. 

The canal operates from 7 in the morning until the last ship of the 
day is passed, which is normally about 11 or 11:30. That is done so 
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that ships do not pass in the cut at night. We have one-way traffic- 
generally southbound, in the cut after darkness. It can operate all 
night long, both ways, and it has done it, but it is just a little safer 
to operate in this manner, and we actually expedite the transit of ships 
a little more because the pilots are not quite so hesitant when they know 
they do not have to pass at night in the narrow channel. 

I believe that just about covers all that we had thought of present- 
ing on this model at this time. I thought in order to increase the ac- 
quaintance with the zone or the canal we would prepare a few slides to 
show the general type of construction, buildings, plant, and sense of 
operation. I suggest we look at these now while the model is being 
changed to that ofa proposed or a planned sea-level canal. We can 
change this model to show one proposed plan of a sea-level canal. 

One thing that I did not mention was those of you who have seen it, 
and I am sure most of you have, have noticed a great amount of curva- 
ture in this canal, particularly in the narrow sections. There are so 
many curves and such short tangets between curves. That is shown in 
the little tabulation here. You will notice that we have 23 curves 
That, of course, is always difficult and it slows the transit of ships 
through the canal. That isin contrast to the eight curves below. The 
depend: able capacity is shown on there as 36 ships a day. I comment 
on that a little later. I think that deserves some discussion. 

The first slide is the Panama railroad terminus in 1855. It is just 
shown here to show some of the conditions that existed at that time. 
It shows also about the same conditions as the next slide. 

This slide is the Gaillard Cut under construction, and taken at just 
about the time when the cut was ready to be flooded. That is Gold 
Hill on the right and our famous Contractors Hill on the left. The 
canal was built by three things, of course, the steam shovel, the rail- 
road, the track mover, and a plow to push the dirt off the flat car as 
they moved out of the cut. I think the railroad men probably had 
as much of a hand in building the canal as any, because they moved 
hundreds of trains from that small area out of the cut every day. 

The next slide—in some ways I should apologize for this, because 
people may think that it is placed there for another purpose. This 
shows the conditions of the city of Colon, in the Republic, at the time 
of the construction days. These towns now, the city of Colon and the 
city of Panama, are modern towns, and this scene will not be seen if 
you visit there today. I do not believe anyone would challenge the 
statement that changes have been made, and the contribution of the 
Panama Canal has had a great deal to do with it. I think the value 
of the Canal to Panama will be understood when we realize that 
Panama imported last year $55 million more than Panama exported. 
About $40 to $45 million of this difference came to Panama through 
the goods, services and labor sold to the Canal Zone, both to the Com- 
pany government and to the Armed Forces. 

Panama is a great exporter of labor to the zone. The remaining 
10 or 15 million dollars of the difference was taken up by what I think 
can be called invisible exports in the form of expenditures by tourists 
attracted to the Isthmus, and I think largely by the Canal. 

Here [slide] is shown the Pacific entrance to the canal from the 
Miraflores Locks. 
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Here [slide] is shown the aerial view of the Pedro Miguel Locks 
and looking towards the north the canal goes through the cut in the 
distance. This is a one-lift lock. 

Here [slide] is a picture of the canal. The Continental Divide, 
practically, is shown here. The large bluff on the left is the famous 
Contractors Hill before present operations. 

This [slide] gives you a very good view. This looks south through 
the cut at practically the Continental Divide. The hill on the right, 
and I am sure many are familiar with that, is Zion Hill, and that hill 
just cracked and split off the way it is shown in the picture. Half 
of the hill just slid down. That is the only way I can describe it. 
This was in the days of the large slides, and the material propped up 
in the canal. Those were the times of 1916 and 1917, when the canal 
did not operate so well. That was the thing we feared would happen 
to Contractors Hill. Fortunately, I think we were able to get in on 
the job and correct the situation. I am confident now that that will 
not happen again. 

Here [slide] i is a large carrier in the cut. ‘This gives you some idea 
of the problems of navigation of those large carriers in that small 
waterway. 

This [slide] is an aerial view of the Gatun Lake, in reality. It 
shows the railroad. That is the right-of-way we have proposed or 
are giving consideration to in building a highway to be entirely within 
the zone. 

This [slide] is the Shangri-la, an aircraft carrier. By the way, 
the Missouri ind that class of battleship can go through the canal, 
but they scrape the sides. There is less than a foot of clearance on 
each side and they have to take them through very carefully. 

This [slide] is a side of Contractors Hill as it was when we dis- 
covered that the face of it was pretty well cracked up. 

Here [slide] is shown rather startingly the fissure that developed 
on top of the hill. The photographer ; is very careful. He got the 
ship in the proper position to show the cudiaua and what might 
happen if that slide slipped down. We plumbed that hole to be 
about. 600 feet deep which, of course, is way below sea level. 

This [slide] is an artist’s conception of the final slopes as they will 
appear on Contractors Hill when finished. That is rather stylized 
and is not quite the proper picture. But we have stripped it off in 
the back, and I am sure that those slopes will be stable. 

Here [slide] is shown as empty lock chamber, It will give you some 
idea of the size of them taken during overhaul, and also the inlet 
holes at the bottom which are about 5 to 7 feet, through which the 
water is brought into the chamber. The safety chain still reaches 
ahead of the gate. 

This (slide) i is a picture showing the Cristobal dock area, which 
is the principal dock operation. This is on the Atlantic side. The 
ones on the Pacific side have much less work. Most of our supplies 
and materials come on the east coast. 

Here [slide] is the steamship Panama, the Panama Line. They 
operate three ships, sisters to her. They are around 10,000 tons. She 
is loaded to about 15,000 gross and carries a maximum, if every bunk 
is full, of about 212 passengers. Generally, we can only carry around 
185 for reasons that you do not fill each cabin. It carries normally 





&§ PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 























































about 5,000 tons of cargo. They were designed and built especial- 

ly for this run to the zone. They are not air-conditioned but they 

have such good facilities that you don’t need it. They are designed 

for a tropical run. Of course they are combinations and, as such, 

they are not well-fitted for operation either as a cruise ship, because 

you cannot carry so many, or as a total freighter, if you are concen- 

trating on freight. 

This [slide] is an aerial view of the industrial bureau in Balboa, 

which, at the present time, is rather in mothballs and is held as a war 

reserve. Maintenance is taken care of by the Navy. We do the work 

and they provide the funds. The large drydock you see there is the 
same size as the locks, 1,000 feet by “110. The smaller ones in the 
front were built during the war and were to take the specialized craft 
that was then used in amphibious warfare. 

This [slide] is a picture of the Washington Hotel. I am sure that 
brings memories back to many. Of course the area in and around 
the hotel and to the left, mostly, is that area which, under the terms 
of the present treaty understanding, will be returned to the Republic 
of Panama. We have several essential services there, particularly the 
schools, which must be reconstituted elsewhere when that area reverts 
back to the Republic. 

This [slide] is a picture of the administration building. May I 
say that was built in 1914 and still does a pretty good job. 

Here {slide} is another view of it from Prado, taken before the 
Goethals Memorial was built, which is built right in front of the 
steps leading up the hill to the administration building. 

Here [slide] is a picture of Gorgas Hospital. It is well over a 
1,500-bed hospital in times of emergency. It is quite a complete plant. 

The hill in back of it is the large Ancon Hill. 

This [slide] is a high school and junior college building on the 
Pacific side. 

This [slide] is one of the elementary school buildings in the United 
States rate areas. We will probably mention during the presentation 
the matter of the local rate and the United States rate. For those un- 
familiar with the terms United States rate, of course, is for the United 
States citizen who lives in his own community and goes to his own 
schools, and the local rate is for the nonresident citizens who live in 
their units and attend Latin American schools where all teaching is 
in Spanish. 

This [slide] is one of the newer schools. It is actually a nonciti- 
zen school, built at Paraiso quite recently. It is one of our newer 
school plants. 

This [slide] is an aerial view showing Colon and the new Cristobal 
area. It is very difficult to point it out but it is off there in the upper 
right hand corner off to the right. The darker area there is much of 
the area that will revert back to the Republic of Panama. 

This [slide] is the present railroad station in the city of Panama, 
which also is to be given to the Republic under terms of the treaty. 
We have now a series of slides showing our housing. For housing, 
of course, the organization took the housing left after construction, 
and there was a great deal of it. In fact, we have had quite a pro- 
gram on getting r id of the old pre-1914 housing that was maintained by 
the C ompany government. At the end of this calendar year, I be- 
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lieve that we will have just about finished getting rid of all of it, 
possibly with the exception of the house I live in, and will only have 
about 0.5 percent of our housing which is the type that you see 
here, built prior to 1914. May I say some of it was even built by the 
French who began operations down there in 1882. This ty pe of hous- 
ing is rapidly going out, for which we are quite thankful. The house 
you see is typical of that built before 1917. It has twelve 1-bedroom 
apartments, and the rental rates average $9.90 a month. The main- 
tenance costs are excessive. In fact, the buildings are badly deterio- 
rated and are substandard. So we are getting rid of these as quickly 
as we can. 

This [slide] is the type of house that supplants the one you have 
just seen. These, of course, are all for noncitizen personnel. The 
section of the new local rate housing constructed in Paraiso in 1953 
These houses are all duplexes, and approximately 27 or 30 percent 
of our local rate people live in those houses. They rent from $16 
to $20 a month. 

This [slide] is an aerial view of Paraiso, Paraiso being the local 
rate community on the Pacific side. We are deve loping a similar 
one, called Rainbow City, on the Atlantic side. These are the same 
type of houses you have seen, except in the back are some of the older 
units that were built along in the 1930’s and early 1940’s, and are 
frame but were ample for the purposes, and we consider permanent, 
for the time being, anyway. The water in the background 1s the canal 
itself. These houses rent for, as 1 say, anywhere from $12 to $20 
a month. 

The remainder of these slides show the United States rate houses. 
This [slide] is an old four-family frame building in Pedro Miguel. I 
don’t believe Pedro Miguel will exist after the next several months, 
but this shows the type which our people have been living in for this 
time. Prior to 1951 there were 971 units of this typical frame struc- 
ture built between 1907 and 1916. They rented for an average of 
$16.72 a month, or somewhere around there, but some of them varied. 
There are but 25 of these apartments presently occupied. They will 
be moved and the buildings demolished by the end of the ye: - 

At the cancellation of the third locks project, there were 11 build- 
ings as shown here [slide] transferred to the Panama ( i. This 
is a 12-family building, 1-bedroom apartments, constructed between 
1939 and 1942 as temporary housing for contract United States per- 
sonnel on the third locks project. They have not proved satisfactory 
and are considered substandard for families. A total of 31 of these 
buildings have now been disposed of. At the present time there 
are 142 United States rate families residing in the units, and they 
rent for about $21.50 a month. 

We are now beginning to see some of our newer type housing. This 
[slide] is an off-the-ground cottage, composite type. The support col- 
umns there are concrete, and the top side is frame. These are very 
satisfactory for the climate. The basement, as you see here has been 
put to good use by this family. Most of them do that. They use it for 
storage, for their ear, and the children play there in the wet season 
when | they cannot get outdoors. Generally, the family makes an out- 
door sitting room of this floor. They rent for about $81 a month. The 
building is three bedrooms, a large combination living-dining room, 
kitchen and bath, and is quite satisfactory. 
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This [slide] is a two-story off-the-ground duplex, a wooden frame 
on concrete supports, built prior to 1949. These rent for about $75. 
Prior to 1951, all houses in the zone were built off the ground, and now 
we are building most of them on the ground in the general class type 
known as the California type. 

This [slide] is a preview of the Diablo Heights townsite, and the 
view of the first masonry houses built in 1951. The townsite includes 
a variety of types of houses. We tried to get away from the company 
type of town, where everybody had the old box type, with one in line 
right after the other. This is being done, of course, because our per- 
sonnel is quite permanent. One of the things that one must provide 
is suitable and attractive housing for our employees because of that 
permanency. ‘These include cottages and duplexes. A 2-bedroom 
duplex rents for about $65, and a 2-bedroom cottage about the same. 
A 3-bedroom cottage rents for about $84. 

This [slide] is a more recent type of masonry cottage. It is two 
bedrooms. It is one of the units of the street scene you have just 
seen and rents for about $68. 

This [slide] is a still more recent construction. It is masonry on 
the ground duplex, three bedrooms, up and down with the carport and 
service facilities below, and rents for about $72. This, by the way, is 
one of our more popular type houses that we have now. 

This [slide] is another masonry cottage, a three-bedroom with a 
breezeway. The rental rate is about $85. We also have a similar 
house with 4 bedrooms renting for about $100 or a little less. This 
house is the highest rental type in the Canal Zone at the present time. 

This [slide] is a closeup view of the Hotel Washington which we 
have recently seen. By the way, the hotel was designed by Stanford 
White. 

This [slide] is the famous old Tivoli Hotel which, for many years, 
was sort of like Shepheards for that area of the world. Of course, 
now it is no longer used as a transit hotel, but merely as a guesthouse, 
with limitations on occupancy to people of the zone or in connection 
with the zone. I do not know what we would do without it, because 
it does so many things for the community. 

That finishes the slides. 

We have now changed the model to a sea-level canal project. You 
can note that its location is practically identical with that of the pres- 
ent canal. This is one that has been fairly well planned. The aline- 
ment, as I called attention to in the other canal, is a little difficult to 
see but it is practically straight out. It has only eight curves in it. 
It has been planned for a minimum width of 600 feet and a 40-foot 
depth, but the controlling depth is 60 feet instead of our present 40. 

The problems of the sea-level canal are several: One, of course, is 
increasing the cut through the hills and the Continental Divide. 
Having had the experience of the present canal and all its slides, I 
did not mention but the slides of the present canal put in about 70 
billion yards over and above what was designed. Here when we go 
to much greater depth and much greater width, of course there will be 
a greater amount of excavation, because the side slopes have to be 
taken down to the point where they become stable. It is not a diffi- 
cult engineering feat, but it is a lot of work, a lot of equipment and, 
of course, a lot of financing. That would be one of the problems. 
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One of the other problems is what to do with the Chagres River. 
The Chagres River made the present Panama Canal, and to a sea-level 
eanal it 1s an obstruction. So we must divert the Chagres River at 
Gamboa, where it comes into its present canal. The pointer is now 
on the present canal. ‘The alinement of the sea-level canal is somewhat 
to my side, or to the west of you. 

We would have to build a dam across the Chagres River at that 
point and divert the Chagres to the east of the canal through the high- 
lands, and then through the present Gatun Lake, and release it to the 
east of the city of Colon. That would take care of the drainage, and 
particularly the Chagres River to the east, that diversion dam, and 
Monte Lirio Reservoir and spillway, passing the water out to the 
Atlantic side. 

In the west, we have the same problem, because there are several 
fairly large streams entering the lake at the moment which must also 
be diverted on its side of the canal and taken out to sea. This is done 
by building the levees and dikes along the sea-level canal, diverting the 
Cano Quebrado River, and diking, and later on, further down the 
same treatment is given the Trinidad with a large reservoir where the 
pointer is at the moment, and Gatun Dam being utilized as a spillway 
would probably be renamed as Trinidad Dam. That would be the 
second problem of construction of the sea-level canal. 

Although it requires a great deal of work, it is certainly not too 
difficult in engineering or in execution. 

The third one is the one which we hear the most of. It is the age- 
old story of the difference in heights of the Pacific Ocean and the 
Atlantic Ocean at the isthmus. Actually, there is very little differ- 
ence, if any, of the mean sea levels of the two seas. There might be 
a tenth or so. But the tides on the Pacific side vary 16 and 18 feet 
against a maximum of 2 feet over on the Atlantic side. So at times 
when the synchronization is such when you have one of the lower 
low tides on the Atlantic side, and to the te yp side on the Pacific you 
have, of course, the water moving across the isthmus to the Atlantic 
side, and at not too great velocities. 

I think sometimes this picture has been magnified al hittle bit. At 
those times they probably have about a four or four-and-a-half knot 
current in the channel. That isn’t much for navigation of particularly 
many of the ships that come through the canal today. I am sure that 
in the future we would still have that same type of ships run by some 
of the shipowners of the European countries whose maintenance is 
questionable at best. 

So in order to reduce the velocities of the tidal currents they have 
built a planned navigation pass, and a tidal lock, so that at the times 
when there is a variation of head between the Atlantic and Pacific, 
the navigation pass would be closed. In other words, it is just like a 
gate. It locks off the channel and the ships lock up and lock down. 
Of course, the raise would only be a small number of feet compared 
to the 85 or 86 that we have now. 

At times when the heighth of the water equalizes, the navigation 
pass would be opened, and the ships would not be necessarily fo ked 
through, because there is no current. Then the heads have been 
equalized. That is no particular difficulty. The structures would 
cause no great problem in construction or in design. 
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Some of the figures are here. The width of the tidal locks, using 
extreme tide, are going to be 200 feet by 1,500 by 50. That was the 
plan but certainly, they could be designed beyond that if desirable. 
The length is somewhat less. The time of transit, we will say, is 
about half of that of the present canal. The dependable capacity, 
being that which is limiting and something thought of in our present 
situation as the time when the locks are down for overhaul and we are 
only operating on 1 side or 1 barrel of the lock, here it is practically 
unlimited. 

I do not think it is desirable to discuss beyond that. It seems this 
is somewhat controversial. I do feel from my own standpoint, and 
I speak for myself and not for the Board of Directors or anything 
of that sort, that full consideration has been given to the location 
of any sea-level canal, as the people that developed this plan cer- 
tainly looked them all over from Mexico to the Atrato River in Co- 
lumbia. I think we are all convinced that when and if Congress 
decided to build a sea-level canal, this would be the place. 

There are other features, of course, but this canal can also be built 
during the operation of the present canal, with very little interfer- 
ence. Certain types of equipment whic h are beyond what is built 
now would have to be built and designed, but I am sure that could 
be done. The need of such equipment has never arisen and so it has 
never been built before. But it certainly can be built for a special- 
ized job of this type. So there exists no specific reason, engineering- 
wise, that this canal cannot be built gene rally as planned. Whether 
it is or not, of course, is not within the province of the Company to 
state. 

I think, Mr. Chairman, that is about a bird’s eye view of the canal. 
We have tried to give some picture of what the small area looks like, 
and also some of the plant and our operations in this life. We have 
developed one policy now, and are changing our method of operation 
7 -ause the canal was built in what I call the horse-and- buggy days. 

I did not point out that many - you are familiar with the line ‘of 
the old railroad which, by the way, 1s over 100 years old. I champion 
the Panama Railroad against ine statements that the Union Pacific is 
the first continental line. I doubt that. 

Going back to this, the canal was built with little villages across, 
and each little community had to have its own services because it 
could not move by automobile. As a result, there were many dupli- 

‘ating facility units put in and maintained. We now have the con- 
ception that the canal and zone are 2 communities, 1 on the Atlan- 
tic side and 1 on the Pacific side; that with the exception of Gamboa, 
which is up at the Continental Divide and at the head of the Chagres 
River, people can get to these services by automobile just as we do 
here. So we are concentrating and trying to build one community 
unit. We have some trouble because the plant that we fell heir 
to is different. We cannot build entirely new community centers 
which would be far more efficient and less costly, operationally. 

But our present plant is not fitted that way. We are trying to 
bring it together. I think the first questions. that arise to anyone 
thinking of this is how many ships transit the canal. Being a 
good American, they are probably interested in what is received 
in tolls for the transit of those ships. We have the charts on a large 
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scale here. They are also reproduced in the booklet. I will begin 
discussion of these charts. 

The first chart is the total Panama Canal traffic from 1915 through 
1954. We have shown here transits, tolls, and tons of cargo. This 
is the total through fiscal year 1951. Note that the ocean-going 
commercial vessels total 172,000-plus, United States Government ves- 
sels approximately 40,000, small commercial craft being quite large 
in number, about 29,000, But as we move to the right in the other 
tabulation, you will find that they produce very little in either tons of 
cargo or tolls. 

The lower blocks represent the transits, tolls in tons of cargo, for 
United States registered vessels. That is the proportion of ocean- 
going commercial vessels under the United States flag, or approxi- 
mately 70,000 of the 172,000 which have transited now in the years of 
1915 through 1954. 

Likewise, the tolls of the oceangoing commercial vessels for that 
same period cover around $735 million. The United States vessels 
produced $323,900,000. ‘Tons of cargo, of course, are in practically 
direct proportion. Total cargo is 891 million tons, of which the com- 
mercial oceangoing vessels have produced 845 million; the United 
States registered vessels about 387 million. The United States Gov- 
ernment vessels have produced about 46 million tons in this period 
of time. It is only recently, since 1952, under Public Law 841 that we 
have taken credit for the tonnage of the United States Government 
vessels. 

I would like to emphasize this point. I am sure it is well known, 
but some people have always asked me about it. I want to emphasize 
again that Uncle S sam pays his way. Every Government vessel that 
comes through the Canal we get a credit for, and to the corporation 
it is just as good as a dollar that anyone pays us. 

The traffic of the Panama Canal is captive. On the major trade 
routes which we will take up later, the shipper cannot go anywhere else 
if he is on the run than through the Panama Canal. For example, if a 
C-3 ship in intercoastal trade, went clear around the Horn of South 
America, it would cost the shippers some 42 or 43 thousand more, 
from New York to San Francisco. So he is captive to the Canal and 
cannot do very much. It may be significant to state here at this 
time also that while there has been a significant increase in freight 
rates on, I am sure, all the routes, whether to the Orient, to South 
America, or the west coast, the tolls have remained constant since 
1937. 

I would also like to call attention to the fact that approximately 
5 percent of the annual world oceangoing traffic flows through the 
Panama Canal. That is our percentage of the world traffic, and that 
excludes the intercoastal traffic between the east and west coasts of the 
United States. It is actually a little less. It was 4.4 percent in 1929, 
4.5 percent in 1930, and 4 percent in 1950. 

The next chart, I believe, is one of the most interesting for study 
by this committee. It is a record of the Panama Canal tolls in the 
fiscal year 1915 through 1957, with 1955, 1956, and 1957, being forecast. 
Of course these tolls are directly proportioned to ships and also ton- 
nage that flows through the Canal. You will note that the Canal did 


61287—55——2 








14. PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 


not grow regularly. It still does not do that, and, in my opinion, it 
never will. 

As we look at the chart, we find that traffic for the first few years 
of operation grew slowly, due to World War I, and the slides in the 

‘anal, and also due to the necessary reorientation of shipping to take 
ade antage of the new waterway. I also think in many cases it re- 
quired some time to produce confidence in the oun particularly in 
those years. For the period following World War I, or the 1920 to 
1930's, and particularly the period of 1920 to 1924, the canal showed 
its greatest growth. ‘There the tolls increased 218 percent. The in- 
crease reflected the combination of four phenomena bearing our traffic. 
That is, the normal recovery of World War I, reorientation of world 
shipping to exploit the new trade routes made possible by the canal, and 
the consequences of a period of worldwide prosperity, and the large 
shipments of California oil. In this period of time, California oil 
was moving to the east, taking advantage of the Panama Canal. 

In 1924, one of the higher years there—in fact, it was quite a banner 
year—tanker traffic assumed such proportions that during the fiscal 
vear 1924 there was an average of 4.7 tankers transiting the canal each 
day. That is even better than the record we have tod: iy. Between 
1929 and 1933 the volume passing through the canal dec lined. I think 
everybody is familiar with that. It declined 40 percent and tolls de- 
clined 27 percent. The remainder of the period, through 1939, was 
one of slow recovery to normaley. Then came World War II, and its 
attendant troubles. Of course, the canal reflects these movements 
more quickly than, I think any other service or corporation. Any 
political change such as th: at, worldwide, is reflected in the transits of 
ships immediately. They are diverted on the water to other ports, 
and the movement runs down. 

During this wartime period of World War II, transits were made 
by ships of the United States Government, and during that time they 
passed toll free. Since 1951 we have had a very interesting movement. 
Several factors have combined to move traffic to new records. These 
primarily, we believe, are first the Korean action; second, the United 
States economic aid to other countries; a temporary closing of the 
refinery in the Far East at Abbadam; the general recovery of World 
War I1; and the discovery of new sources of raw materials which are 
adv salcadioie to the Panama Canal. 

When the raw material is developed at one place and the customer 
is on the other side of us, we, of course, get an immediate great benefit 
from that. It is quite similar to this recent and unprec edented move- 
ment, I may say, through the Suez Canal, resulting from the discovery 
of Arabian oil. 

Even though pipelines have been built to the Mediterranean, the 
iraflic through the Suez has jumped several hundred percent due to 
tanker traffic moving back and forth because the demand is in Europe 
and the oil is on the other side. If some similar condition would ever 
arise for the Panama Canal, I think our nets would be increased a great 
deal. Unfortunately, there does not seem to be that in prospect. 

But we do have the recent increase in the movement of the iron and 
ther metals from Peru. Each year has seen commercial traffic climb 
to new levels, in 1952, 1953, 1954, and so on. Commercial traffic still 
is on the increase. But our Government traffic, due to a reduction 
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and stoppage of the fighting in Korea, and that, has dropped off to 
practically nothing. Was Gh 

We are now predicting, and are experiencing a total decline in 
traffic due, directly to the reduction in United States Government traf- 
fice through the canal. Our tolls credits reflecting tonnage of ships 
has declined from a monthly average of approximately $461,000 in 
1953 to the present average of $116,000 per month, or a decline of ap- 
proximately 75 percent. This reduction in Government traflic has not 
been made up by the increase in commercial traffic which we are ex- 
periencing as just a slight increase at the particular moment. 

Much has been said about the prediction of canal traffic. We find 
that it is extremely difficult. Those who state their ability to predict 
Panama Canal traffic we feel are like some posters we have known 
of in the past, because the slightest change in the world economic- 
political condition has an immediate effect. And to date, as you 
observe, from this chart, there has been no pattern nor base that we 
have developed to predict a future traffic which has been found satis- 
factory on a long-range program. 

We think we have developed the means of developing a short-range 
traffic prediction, but when it comes to the long range we certainly 
are not satisfied with what either we ourselves produce or what others 
have in the past. There have been several different methods of doing 
this. They predicted in the beginning, during the early 1920's, based 
on experience traflic of the canal itself. In other words, the curve of 
the ordinates of this chart which, if produced there, would give you 
ridiculous results, and that is what they did. 

This straight line, utilizing that method, would show abeut 75 
million tons per year in 1940, which, of course, is double what we have 
today in 1955. Using a longer period, and predicting on the basis 
of experience in the same way but from 1915 to 1947, it would produce 
about 66,000 in the year 2,000, which is the year which everyone seems 
to try to work on to determine the long-range trends of the canal. 

Our early people, in trying to predict Panama Canal traffic, utilized 
the experience of the Suez, but we found that that, on check, failed 
because each canal has different individual factors which lead to 
different growth. Then there were economic indicators used, and 
these were probably the most successful. That is, they were indicators 
such as world trade, national income, and industrial production, com- 
modity indexes, world shipping tonnages. These are useful in indi- 
cating the direction of traffic, but when these statistics are applied to 
present results they fail also. 

Difficulty has been found in the use of dollar values, effects of in- 
dustrialization, particularly in primary areas, or areas of supply 
resulting in a complete revision of cargo. The Panama Canal, of 
course, thrives on bulk cargo. Manufactured cargo does not require 
quite so much space in the ships, and our measurement, of course, is 
the hundred cubic foot of cargo capacity. So the canal actually does 
well on bulk commodities. : 

When an area such as is becoming evident in Peru and Chile be- 
comes more industrialized, then we find that the type of cargo changes 
and we, to some extent, suffer because there is less bulk and raw ma- 
terials moving from those areas, and they are supplanted by the 
needs of a population which now requires more of the manufactured 
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articles today in the higher standards of living. We have in our 
minds, we believe, and I think we are quite correct, in fact, that the 
canal volume is increasing at a progressively lower ‘rate. This is the 
aftermath of World War II, and all of those other things. That has 
always been the history of the canal, following sharp increase, as it 
did in the early 1920’s 

We feel that will happen again in the present 1950’s. 

During the other periods, when things were dormant due to po- 
litical and economic changes, unless they do change radically, there 
is a slow growth but it will never reach proportions like this unless 
we have again, you might say, a catastrophe. Our realistic, we think, 
appraisal ‘of future traffic is that it will never approach, and I am 
sure it will never approach, some of the levels that the past estimators 
have projected due to the countering forces of industrialization which 
are only partially offset by increased tonnage due to normal growth 
factors; that the value of the world cargo Movements grow but the 
bulk declines. 

Mr. Chairman, it is a quarter of 12. I was wondering if the com- 
mittee would care to have me continue or whether they would care to 
ask any questions on the ground which we have covered today. 

The Cuamman. Are there any questions at this point? I think the 
committee would rather have your general statement completed. 
Governor Srysow. The next chart is also interesting, as it shows 
the commercial tolls revenue by nationality of vessels for certain se- 
lected years, 1938-51, 1952, 1953, and 1954. These are actual. Note 
that a very few nations produced the greatest traffic and, of course, 
the greatest tolls. The United States, and these are in percent, 
produced 35 percent; Great Britain, 26 percent; Norway, Panama, 
and Japan, in order, 38, somewhat changed, mostly due to the growth 
of shipping in Panama. 

The tolls in ye ars have increased per year from 23 million in 1938 
to a total of 33 million in 1954, and that would be approximately 
what we estimate the tolls would be in 1955. 

There has been a somewhat reduced amount, as the chart shows, in 
the toils produced by the American flag, or from 35 percent to 30 per- 
cent; the dollars may be increased, but I am speaking of the per- 

centage. Likewise, Great Britain has fallen off from 26 percent to 
about 19.5 percent. The other countries have been taking up that 
difference. Japan has made a remarkable recovery in the position of 
importance. The first Japanese vessels transited the canal in this 
postwar period in fiscal 1951 and accounted for only 0.8 percent in 
1951, whereas in fiscal year 1954, 5.8 percent, or practically 6 percent, 
of the tolls collected from commercial vessels were from the Japanese 
flag. 

The following chart is the Panama Canal commercial tolls revenues 
by type of vessel and the percent of United States-flag vessels. I 
would like to mention that the chart in the little booklet that you have 

does not show particularly well, but the figures under general cargo 
and all throughout are in percent. On the right- hand side, that shows 

78 percent of the total traffic, commercial tolls revenue, was obtained 
in 1954 from general cargo ships. That percentage, as you see, car- 
ried along fairly regularly through the 1950’s. In 1938 it amounted 
to only 66 percent, and a larger portion of the tolls came from special- 
ized types of ships. 
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The lower portion of the graph shows the percentage of general 
cargo that are the United States-flag vessels, amounting to 41 percent 
in 1951 and dropping down to 28.7 percent in 1954. 

On the left- hand side there is a bar chart showing in percentage 
ear the $33 million of tolls was obtained in fiscal year 1954. The 

$78.7, of ¢ ourse, as we have been discussing, came from general cargo; 
tankers, $13.3; passenger ships, $6.8; and the specialized ore carriers, 
$1.7. Then we have broken the chart down to show the percentage 
of the American flag in the specialized type of ships using the canal: 
Tankers, ore cargo, and passengers. There does not seem to be very 
much startling there. There are some changes. That is, except the 
present decline and the great decline of passenger-carrying ships that. 
used the canal from 193 8 to 1951. As this chart is not continuing, 
we only show here the record of 1938-51, in which, in the year 1938, 
passenger ships produced 18.2 percent in tolls of the canal, and in 
1954 they produced just about one-third of that. The United States- 
flag vessels have remained fairly constant through the 1950’s and have 
maintained their percentage of passenger ships throughout, but not 
so in the total. 

Sometimes it is difficult to classify the type of a ship, because some 
of the specialized ships are utilized in different ways. In other words, 
we had a tanker go through the canal the other day and it was prac- 
tically filled with ore. So we still classified it as a tanker on the type 
of the ship, but she was not carrying petroleum products but was 
carrying ore from Peru. 

The Cuatrman. General, before you leave that chart, there was a 
reorganization program setting up a different type of management, 
is that true, of the Panama Canal? 

Governor Srrpoip. Yes, sir. 

The Cuatrman. Is it correct to say that the canal tolls pay the en- 
tire expense of the operation of the canal and its necessary adjuncts 
and that the other services pay no part? 

Governor Srysoip. No, sir; that is not correct. 

The CuAamman. Just how is that? 

Governor Sryrsoitp. We assume the philosophy that all the services 
on the canal, sir, are there to service the canal. What is obtained 
in the business operation of any of those services is carried by the 
Company, and the tolls are then based on the condition of the Com- 
pany asa whole. But each individual service is not expected to carry a 
certain amount of overhead or a certain allocation of definite cost. 

The Cuarrman. Did your management procedure receive criticism 
from the Senate Appropri lations Committee on this subject ? 

Governor Srysoip. There was, in 1952, sir, or perhaps it was 1953, 
I believe, quite a discussion as to the allocation of corporate costs to 
the various types of activities carried on by the Company. It was in 
the minds of some that there should be definite allocations made to 
each specific activity based on some accounting eon We found, 
Mr. Chairman, that that is practically impossible of accomplishment. 
So we are now, aa very successfully, adopting the plan of where each 
activity must produce enough revenue to take its own costs, its own 
divisional costs, but the overhead of the c ompany is allocated on what 
we can produce from that activity in a business manner. It followed 
to the extent of the minds of some that possibly criticize us to a degree, 
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that activity does not have the volume. You cannot raise prices to the 
point where people just will not use the activity. elanel 

So it would become impossible. We now insist that these activities 
pay their way, but that they do not develop all that you might, by some 
formula which is somewhat controversial in the law, produce enough 
to take care of an allocated amount of Canal Zone Government, for 
example, or overhead of the entire operation. They do produce a net 
which goes back and reduces the amount which the tolls have to 
produce. 

From all of our associated activities, from all of them, whether it is 
the operation of the ports, the power, the water, any of those facilities, 
including the services to Armed Forces, and all of that, we produce 
a net which reduces the total which would normally be charged to 
tolls. But it is done in a corporate form rather than separating the 
canal on the one side, you might say, just with its specific activities, 
which would be extremely difficult to determine because of the activity 
of servicing the canal in power, for example. That same power serv- 
ices the individual, it services the Panama, for a time, it services the 
Armed Forces. 

So, making an allocation of that power to the canal is extremely 
difficult. But I assure you that as we go through you will see that the 
outside services produce a net which reduces the charges which are 
levied against the canal operation itself. 

The Cuarrman. Is there any dispute between you and the General 
Accounting Office at the present time as to whether or not the affairs 
of the Panama Canal Company and the adjuncts thereto, are being 
conducted within the intent, the scope, of the existing law? 

Governor Sryrnoip. I do not think there is any question about the 
intent of the existing law. ‘The General Accounting Office has, in 
their audits in the past, presented some management suggestions, some 
of which we have adopted. On certain others we have not adopted 
them. On our report back to the General Accounting Office, and I 
think to the Congress, we stated our reasons. Most of these are in 
the area of management difficulties. For example, the General Ac- 
counting Office said they felt it desirable to eliminate pilots from the 
ships that move through the canal. We sincerely differ and we do not 
think that the canal could operate that way. 

The CuHarrMan. It is a difference of administration, and that is all ? 

(sovernor SEyYBoLp. Yes, sir. 

The Cuaimrman. The operators, have they made a presentation to 
the Company that the present toll rates are not in accordance with 
all other provisions of the law governing the operation there? 

Governor Srysoip. I think that the operators’ viewpoint is this, 
sir. To answer your question, they have discussed it, and we have 
met with them very pleasantly a number of times, and we have dis- 
cussed the fiscal problems of the canal. I have spoken with Mr. 
Mayer of the west coast group, whom you may know, and we are 
in accord with the feeling that the problem is before the Congress 
and not before the management, because of the fact that the operator 
feels that the charges have not been properly levied against defense, 
but that the canal as an organization has assumed charges which 
should be in the organic allocations of costs set to the canal. In other 
words, that the Government investment in the canal, which we pay 
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interest on, depreciation on, and all charges, includes some defense 
charges, I think, in their minds. That was not developed fully in our 
discussions that we have had in the Canal Zone. But I think it is in 
that area, sir, where they feel that the canal should be relieved of some 
of the burden in its charges, as the value of the canal as a defense to 
the United States has not been given full consideration. That, Mr. 
Chairman, of course, is a matter for the Congress to determine. 

The CHatrman. Do you mean services rendered the national 
defense ? 

Governor Srypoip. Yes. In other words, they feel that we should 
reduce the Government ownership in there, and charge off more to 
defense purposes, so that our basic fixed costs will be reduced and 
we would, of course, pay less. 

The CHarrman. Such as what, for example? 

Governor Sryrsoip. If the Government invests around $300 million, 
and I have forgotten the exact figures, if you would charge off half 
of it or a third, or whatever they decided, to national defense, then 
the interest that we would pay on the Government investment would 
be reduced just so much. You see, we pay interest on the Govern- 
ment investment in the canal yearly at a rate set by the Secretary 
of the Treasury. 

The Cuarrman. I am trying to get an example of what they would 
like to charge off. What operation is it, or what feature is it? 

Governor Srysoip. I do not think it is any specific feature, sir. 
I can’t very well, Mr. Chairman, speak from what is in their minds. 
But I understood from their discussion that they wanted to reduce 
the Government’s valuation interest in the Company that we pay 
interest on to some degree. What basis they had in mind, sir, 1 do not 
know. Whether it was just to take a percentage and charge it to 
defense, I would not know. I think you would have to discuss that 
with them to get their basis upon which they wanted to reduce it. 

The CHarrman. Mr. Allen? 

Mr. ALLEN. Governor, is it not a little bit on this line of thought, 
that if the investment is $350 million, the commercial operators would 
say this investment was actually 40 percent for defense and 60 percent 
for commerce, or figure some other percentages, and say the interest 
that goes into the tolls as a component for fixing the rate would be 
interest only on 60 percent, if that were the figure / 

Governor Sryzoip. I think, Mr. Allen, that is about what they had 
in mind. But their discussion was not that specific with myself. 1 
understand that that was their approach; yes, sir. 

Mr. ALLEN. Do they not also have some contention that the defense 
establishments are using facilities for which they are not paying 
adequately? For ex: mple, that the roads are charged in as an expense 
of operating the canal, and find their way into the tolls, and the com- 
mercial ships pay possibly 60 or 80 percent of the tolls, whatever the 
figure is. But on the other hand, the military would use the roads 
as, say, 70 or 80 percent for their use. 

Governor SeyBoLtD. My observation, Mr. Allen, would be yes, I 
think they have that in mind as you have described. Whether or not 
the use of the roads actually is as they have stated, I am not so sure. 
The Company Government would have to build the roads. It is just 
one of those problems where the military uses the roads of the United 
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States, and the roads are built for the civilian population and they 
use them. We would have to build the roads. It 1s not my point to 
argue whether they are right or whether they are wrong, but I would 
like to make that observation. 

[ think that is one point that they do have in mind, the roads. On 
all other facilities and services furnished by the Canal Company or 
Government, the Armed Forces and all other agencies of the Govern- 
ment are charged with all elements of cost, including that of the Canal 
Zone Government, interest, depreciation, and all of that. So when 
we furnish services, which we do, such as water and power, the Armed 
Forces are charged with all those costs. We recover them in that 
manner. 

Mr. Auten. It seems to me that there was also at least an area 
of disagreement between the General Accounting Office and the oper- 
ators at one point, at least, as to what items in the canal should be 
depreciated and what items were nondepreciables. Once more, the 
amount of depreciation found itself in the rate base. 

Governor Seyrsoitp. Of course there was introduced in the last ses- 
sion, as I think you are aware, a bill to authorize us to depreciate 
or amortize some of the properties of the Company then carried on 
the books as nondepreciable. That specific bill was never acted on the 
last session, but it will be presented again at this session. ‘That was 
presented at the request of the Appropriations Committee of the 
House at that time. 

The CuarrmMan. Just to clear that up for me, what was suggested ? 

(governor SEYBOLD. In determining the value and in the accounting 
system, when the Panama Canal Company was formed, there were 
certain costs which were considered in accounting as nondepreciable. 
Those were actually the cut itself, with the theory being that that 
cut would remain there forever and ever, and it was not taken on the 
books as depreciable. We did not have to return to the Treasury the 
depreciation on the costs of the cut. The feeling in certain quarters 
is, and again I don’t want to present both sides but it came out of the 
appropriations hearings of that year, that the Culebra Cut is not 
nondepreciable. It is depreciable economically, because it will only 
have an economic value for so many years. Maybe it is 100 and 
maybe it is 50. It was the thought of the committee at that time 
that we have authorization to place that on the books as depreciable, 
or amortize it, either way, so that the Treasury of the United States 
and the people of the United States would get back their capital 
investment from the Panama Canal which, actually, they put in. 

As I say, that legislation was before the Congress in the last session 
and is presented this time, too. That would, of course, increase the 
interest bearing burden on the company at the present time. 

As time went on, of course, as you depreciate it, the amount of in- 
terest is reduced so that the annual payments would finally drop down. 
Presently it would cost you more. 

The Cuarrman. The ultimate general idea is, through that means, 
to reduce the tolls? 

Governor SryBoip. No, sir. The thought behind that was not a 
matter of tolls, sir. It was a matter of returning to the Government 
of the United States its investment. We were at a high peak of opera- 
tion and returning nets to the Government. I do not know what was 
in the mind of the committee, whether they thought we could do it or 
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not. But, anyway, their approach was the fact that the corporation 
should return the capital investment to the people of the United States. 

The Cuarrman. Has the return kept pace with the estimated re- 
turn ¢ 

Governor Srypouip, Yes, sir. For the short term, yes, because we 
only budget about 2 years in advance. I do not know that anyone 
predic ted the estimated return on a long-term manner, and I doubt if 
anyone could. 

The CuairMan. It is similar to one of these multiple dams, where 
they say it will return the investment over a period of 50 years. 

Governor SeyBo.tp. That, of course, is dependent on so many factors, 
Mr. Chairman. As I say, the effect on the quantity of shipping is 
basic and on the rate of tolls. When you get into the area of the toll 
rate, you have the conflicting viewpoints of many people. 

Mr. Atten. Governor, is there not another area of difference, this 
time between the employees and the users, and possibly pe General 
Accounting Office and the users of the canal, as to whether or not cer- 
tain charges now being paid by the services rendered by pe we 
shouk | be reduced, which, In turn, would r% us 3e the toll base and come 
out of the users of the canal ? 

Governor SrysBotp. At the moment, Mr. Allen, I do not think that 
that has any bearing. Our pricing policy is one in which we realize 
we must maintain reasonable prices. In the commissaries, and in the 
services for the employees, we have not set up a specific allocation. 
in fact, in the commissaries they do not pay any charges of Canal 
Zone Government. So we operate the Canal Zone on a pricing policy Vv 
which develops what I might call a parity in pricing with the United 
States, due to the fact, of course, that the wage base is developed from 
the United States for the United States rate workers. We find that 
we can operate those services, cover all expenses, that is, the purchase 
of the goods, a cost of operation, and a return on our general over- 
head, back to the main accounting, and still maintain reasonable 
prices. It is the philosophy that we have followed. 

I think if anyone sits down and goes through it, they will find that 
it is quite reasonable and very equitable all the way through. These 
services exist in our opinion only to serve the c ant al. They do not have 
the volume, and the volume is dropping rapidly, to support, to any 
great extent, the canal as an operation itself, which, of course. is the 
tolls. 

However, they pay their way. They are no drain on the other way. 
We have been able, on this basis, to continue these oper: ations and 
services to the individual. We have not had any real eriticism this 
last year on that philosophy of contributory pricing. 

I think it is extremely satisfactory. In fact, I feel it is the only 
way that it can be done. 

Mr. AIEEE. Do you still hold the opinion which you expressed 
about a year ago that under existing law the tolls now levied are suf- 
ficient to raise all of the funds which the law requires should be raised 
from the tolls? 

Governor SeyzBoitp. At the present moment, Mr. Allen, or for the 
fiscal year of 1956, we budgeted a loss of around $300,000, that budget 
being dependent on a great number of things. 

It appears now that. we may come out just about even, without being 
in the red this year. That is for 1955; Iam sorry. I meant 1955. 
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For 1956, with our large reduction in Government traffic, and our 
greatly increased labor costs, fringe benefits which came last year, 
it looks like we will have a definite deficit. 

The Cuarrman. Mr. Garmatz? 

Mr. Garmatz. Governor, they speak so much about charging so 
much for defense. Do you know anyone or any group who could 
place a value on the price of how much you could charge for defense ? 
a are you going to arrive at that? ‘Who is going to say that? 

Governor SryBotp. Mr. Garmatz, I think that belongs to the Con- 
gress of the United States. 

Mr. GarMatz. I mean no one seems to know the value. 

Governor Srysotp. No. It is an intangible which I think can only 
be developed through large hearings here, sir. 

The Cuarrman. Mr. Van Pelt? 

Mr. Van Petr. No questions. 

The CuarrMan. Does that conclude your statement ? 

Governor Srypoup. Yes, sir, for this date. 

The CHatrmMan. The committee will now stand in recess until 
tomorrow morning at 10 o’clock. 

(Whereupon, at 12:20 p. m., the committee recessed, to reconvene 
the following day at 10 a. m.) 
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STUDY OF THE OPERATIONS OF THE PANAMA CANAL 
COMPANY AND CANAL ZONE GOVERNMENT 





WEDNESDAY, MARCH 30, 1955 
House or REPRESENTATIVES, 
CoMMITTEE ON Mercuantr MARINE AND FISHERIES. 
Washington, Be: 
The committee met at 10 a. m.. Hon. Herbert Bonner, chairman, 
presiding. 2 

The CHairMaANn. The committee will come to order. 
Our first witness this morning will be Governor Seybold. 


STATEMENT OF HON. JOHN S. SEYBOLD, GOVERNOR, PANAMA CANAL 
ZONE, PRESIDENT, PANAMA CANAL COMPANY—Resumed 


Governor Seysoitp. Mr. Chairman and members of the committee, 
we will begin this morning with the presentation of our other charts. 

(Chart: Commercial cargo movements and principal commodities. ) 

(Norre.—The charts mentioned during this part of Mr. Seybold’s 
testimony will be found in committee files.) 

Governor Seyrpoup. The first chart shows the commercial cargo 
movements and principal commodities. 

The number and types of commodities passing through the canal 
during a year are as numerous as the wants and desires of the peoples 
of the world, but records consis tently show that there have been 11 
commodity groups that have accounted for approximately 75 percent 
or more of the cargo tonnage passing through the canal. 

By watching the movement of these principal commodities, we can 
very well determine the progress of the canal, and also it is one of the 
better means of antic ipating our cargoes; that is, determining the 
status of these commodity groups. 

The chart shows the quantities of these specific commodity groups 
moving through the canal. They are the ores and metals, mineral 
oils, lumber, coal and coke, wheat, manufactures of iron and steel, 
sugar, nitrogenous products s, and phosphates. 

Up to 1942 and 1943 these were the principal groups, but we now 
have another one added which has taken its place along with the ones 
that I mentioned, and that is the movement of bananas from the west 
coast of Central America to the éast coast of the United States. 

The chart shows the variation in movement of these primary prod- 
ucts, you might say, and it 1s interesting to note, for example, the 

movement of wheat, which is one of the principal commodities. and 
how it has varied. 

In 1928, for example, wheat was over 3 million tons. Jn 1930 it was 
just half that. In 1936 it was 760,000, and in 1954 it is back te 
2.168.000. 
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There is no gradual straight-line movement of these commodities. 
We have to find the economics of each product before we can deter- 
mine its probable volume through the canal, even for the very immedi- 
ate future. To predict it far in advance would be difficult. 

With regard to lumber and nitrogenous products and the manu- 
factures of iron and steel, they all follow this pattern in a way. 

In 1928 there were 2,350,000 tons of manufactures of iron and steel. 
That dropped in 1933 during the depression to 500,000, and even in 
1954 it is not back to its 1929 volume. We had only 1,843,000 tons in 
1954. : 

While these commodities are the principal ones, there is no set 
formula to follow to anticipate their volume. 

Bananas started very small. In 1946 it was just a trace and now 
bananas are up to practically 2 percent of the total commercial cargo 
moving through the canal, which, of course, is quite a volume. 
(Chart: Commercial cargo movements and principal commodities, 
percent of Pacific-Atlantic commodities shipment and percent of 
Atlantic-Pacific commodities shipment. ) 

Governor Sryrsoip. This chart shows a similar breakdown of com- 
mercial cargo movements and principal commodities in selected years 
in movement by direction. 

The Pacific to Atlantic cargoes are primarily of raw materials and 
agric ultural products, while a large part of the Atlantic to Pacific 
‘argoes consists of manufactured or semi-finished commodities. Raw 
lands rials, agricultural products, and partially processed commodities 
comprise the bulk of total canal traffic. 

While Pacific to Atlantic cargo movements have consistently ex- 
ceeded Atlantic to Pacific movements, the foregoing chart indicates 
definite changes in the movement of some of the commodity gr oups. 
A tremendous movement of ores and metals was in progress during 
1938 from the Atlantic to the Pacific, amounting to some 20 percent 
of the total Atlantic to Pacific movements. 

The first bar on the chart shows a strange movement. In 1938 we 
had about 20 percent of the ores and metals moving from the Atlantic 
to the Pacific, and also about 10 percent moving the other way. 
Then it reversed itself and in 1952 and 1954 the ores and metals from 
the Atlantic to the Pacific have been greatly reduced. A great amount 
of that category in 1938, of course, was the scrap iron moving to Japan 
and in preparation for World War II. Now that has stopped and our 
large movement of that commodity is from the Pacific to the Atlantic, 
the bulk ores coming from the west coast of South America, particular- 
ly iron ore from Peru. 

A number of commodities moving through the canal, sugar, for 
example, moves in both directions. The Pacific to Atlantic move- 
ments are from Hawaii and the Philippines to the United States while 
the Atlantic to Pacific movements are from Cuba to Brazil to Japan, 
primarily. Sugar is a controlled import commodity in many coun- 
tries. 

The nitrates from the Chilean nitrates fields, an important com- 
modity passing through the canal, are feeling the effect of synthetic 
fertilizers, as is apparent by the decline taking place in the Pacific 
to Atlantic movements and the increase in synthetics from Atlantic 
to Pacific. 
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Soya beans and their products follow a pattern similar to mineral 
oil. 

So the main purpose of this chart is to show these things vary as 
the economic value, or the usage of any one of these products rises 
or falls in any specific area. 

(Chart: Origin and destination of cargo by major geographical 
areas, Pacific to Atlantic.) 

The next chart is one which shows the origin and destination of 

cargoes by major geographical areas, and the first one is from the 
Paci ific to the Atlantic. I will not go into great detail of what com- 
poses the commodities, but it will be noted that the east coast of the 
United States takes practically the bulk of the products moving from 
the Pacific through the canal. Of the total movement, the east coast 
of the United States received 58.9 percent of the Pacific to Atlantic 
cargoes and Europe received 30.3 percent. 

In the opposite direction, from the Atlantic to the Pacific, there is 
the same pattern. Here the major movement is from the east coast 
of the United States through the canal, basically to Asia, but also to 
South America. The east coast originates about 61 percent of that 
traffic, Europe about 15 percent, and the West Indies, strangely 
enough, about the same as Europe. Of course, the West Indies traffic 
is petroleum traffic, mostly out of Aruba. 

The west coast of the United States receives about 18 percent of that 
traffic, Canada just a bit, 2 percent. So it is the industrial area of the 
east coast that really supports and produces most of the traffic through 
the canal. 

(Chart: United States intercoastal traffic.) 

Here we have a chart of United States intercoastal traffic which I 
know is of great interest to the committee and everyone here. 

This chart indicates the amount and quantity in millions of tons 
of traffic in both directions, from the Atlantic to the Pacific and the 
Pacific to the Atlantic, and then the total. 

It is interesting to note several things. First, the total traffic has 
been on a decline since its high peak in 1924. That peak in 1924 
was this unusual movement of California oil to the east coast and it 
dropped sharply in the next year or so. It held its own and then began 
to fall during the depression. 

Now, the percentage of intercoastal traffic to the total Panama 
Canal car go 1s shown in the upper bar. It will be noted in 1924 the 
intercoastal traffic represented 50 percent of all of the commercial 
cargo passing through the Canal, and that today it is only 12 percent. 

The greatest loss in percentage of cargo is from the Pacific to the 
Atlantic where in 1924, the peak year, that was 56 percent and today 
it is 13 percent. But even in the other direction it was reduced from 
34 percent to 12 percent. 

These percentages, of course, will not entirely coincide when you 
compare them with the millions of tons shipped because the tonnage 
they are compared to has increased, but the chart does show the 
millions of tons in this intercoastal traffic that is moved through the 
canal. 

Through the 1920’s I think that we can say it averaged about 10 
million tons. During the economic recovery of the world, from 1934 
to 1939, maybe it was somewhere around 7 million. Today it averages 
probably less than 5 million. 
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Furthermore, in the 1950's, this traffic was fairly well balanced 
on both sides, from the Atlantic to the Pacific and from the Pacific 
to the Atlantic. 

The important commodities moving over the intercoastal route 
during recent years are lumber, canned food products, and wood pulp 
from the west coast and iron and steel manufactures, mineral oil, 
paper and paper products, and sulfur from the east coast. 

Mr. Auten. Do you have any statistics which would show the per- 
centage of cargo that moves over the Pacific coast docks which goes 
through the canal, and the percentage of cargo which moves over the 
gulf coast and Atlantic coast docks that goes through the canal? 

Governor SrrsBoip. The breakdown of the Pacific to the Atlantic 
on this chart here is all moving out of the west coast. Does the Con- 
gressman mean from any Pacific port, or just the entire west coast? 

Mr. Auten. I heard the statistics some time ago that 65 percent of 
the cargo which moved in and out of the Pacific coast ports went 
through the canal, while 5 percent of the cargo that moved in and out 
of the east coast ports went through the canal, indicating the relative 
importance of the canal to the west coast. 

Governor Seypoip. I do not think that we have the figures here. 
We only have a record of the canal traffic, and the Congressman speaks 
of the total traffic movement. We do not have that information. We 
could furnish anyone the traffic record that we have that has gone 
through the canal, and that could be compared with other statistics. 
It would be very interesting to us to determine that, although, of 
course, we are particularly interested in our own traflic. 

Mr. Atien. I am trying to check a little on some of these Pacific 
coast figures. The Pacific coast people have been the most active with 
regard to toll rates, and I think the percentages would indicate the 
facts. 

Governor SryBoip. We have looked into this problem to some extent. 
We think one of the things that is happening is the industrialization of 
the Pacific coast. Their excess products are no longer the raw mate- 
rials that they used to furnish the east. They are utilizing them 
themselves. That effect is being shown throughout on all the canal 
operations, and up and down the coast, particularly the west coast of 
South America. Iam sorry that we do not have the figures. 

(Chart: Cargo shipments by principal trade routes.) 

The next chart is a chart that shows the cargo shipments by principal 
trade routes. 

There are many possible trade routes through the canal. Someone 
has counted 72 possible trade routes between major geographical areas 
of the world which can and do utilize the Panama Canal. The ma- 
jority of the cargo passing through the canal, however, moves over 
only eight of these trade routes. 

The trade routes always tie the areas of raw material to the areas 
of population and manufacture. 

The pattern of all the trade routes is not the same throughout, or 
the same through all the years. The east coast of the United States, 
Canada to Asia, at the moment is the principal trade route. From 
1938 to 1954, as the chart shows, that route has grown from 18 percent 
in canal traffic to 23 percent. In quantity, from about 4.8 million tons 
to 9 million tons. That shows the general growth throughout. Also, 
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the east coast of the United States and Canada to the west coast and 
South America isa growing route. We have just discussed the United 
States intercoastal route. 

Now, that covers our charts presentation, showing the origin of the 
traffic and where it goes. 

Now, I would like at this moment to discuss a little bit the adequacy 
of the canal. Here I must keep before the committee the thought that 
we only speak of commercial adequacy. 

The two major factors in determining the capabilities of the canal 
to meet the needs of commercial shipping we discussed yesterday—the 
size of ships that can be accommodated and the volume or number of 
ships which can transit per day without appreciable delay. 

It is our conclusion that the size of commercial ships built today is 
not a critical factor in the adequacy of the canal. Unless a revolu- 
tionary change in propulsion occurs, the canal will not be rendered 
obsolete by the vessels in world trade as of this date and in the fore- 
seeable future. 

The most basic problem from the commercial adequacy view is the 
number of transits per day, which we call lockages. 

The present dependable capacity of the w aterw ay is limited to the 
number of lockages that can be made through one lane of a set of 
locks using single-culvert operation, which is the limiting condition 
during overhaul periods. Overhaul is scheduled for each lock instal- 
lation ever y 5 years. Overhauls are alternated between the Pacific and 
Atlantic sets of locks, resulting in a lock overhaul every 214 years. 
Therefore, during an overhaul each lock is inactive for 5 to 6 weeks, so 
that for approximately 36 weeks in every 5 years the capacity of the 
canal is limited to the traffic that can be handled through a single lane. 

At present this dependable capacity is 23 lockages per day. 

What we mean by a lockage is a ship or a group of ships moving 
through the canal and being locked in a chamber right straight 
through. The percentage of ships locked is somewhat over 1 because 
we have what is known as a tandem lockage whereby 2 small ships 
are put through at the same time. That is called a lockage if two ships 
are moved in pairs right through. You get more ships through than 
you can produce lockages on the canal in any 1 day. The ratio is 
about 1.3 at the moment. So the 23 lockages would represent about 
27 ships per day at the time we are down for overhaul. 

The Company is now engaged in making certain improvements to 
present locks swherepy the dependable ‘apacity will be increased ap- 
proximately 25 percent during this critical per ‘lod. 

They are making some technical changes in the manner by which 
we can put water into the locks and we can shorten the time of filling 
and emptying and in that manner increase the critical period of time 
which will give us more ships than we get today.* 

During times of normal operation when the canal is not down for 
maintenance, or overhaul, we could, with the addition of further 
CaP, obtain 54 lockages per day, which is about double the 
number of ships we normally get. 

So under ordinary conditions, commercialwise, and excepting the 
very small number of ships which cannot use the canal, the canal at 
present with these improvements will be adequate for the foreseeable 
future on our prediction of the amount of shipping we would get. 
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Now, as I say, conditions change and if any condition arose similar 
to that which struck the Suez and the volume increased over 200 or 300 
percent, then something would happen. But that does not occur over- 
night. That is a growth, even under those conditions, of years. 
We do not foresee any possibility of that particular thing happening 
because the supply of raw materials in relation to the population cloes 
not present conditions such as the Suez. 

Mr. Auten. How long is a day in the operation of the canal? 

Governor Sryrnotp. I have been speaking here of a 24-hour opera- 
tion, a dependable operation. Currently, of course, we operate only 
from about 7 in the morning until about 10:30 at night. We have 
practically no delays. A ship arriving at the terminals at 3 p. m. is 
not put through that day. The ship will get on early schedule the 
next morning. 

I have been asked if there are other plans for the improvement 
of the canal that were not shown the committee. The answer to that is, 
yes, there have been others, but in our opinion those others are more 
of an interim type. They do not present full development. They 
would be rather expensive and for that reason I did not present them 
to the committee. 

Now, this concludes our presentation on the cargo. 

(Chart: The Big Ditch. ) 

This next chart has a negative purpose for the committee. It has 
been my experience during the years as Governor of the canal that the 
average tourist has visualized the canal as something like this [indi- 

cating]. They have heard of a big ditch and they ‘believe that this 
dlitc h connects the two oceans and a ship just goes serenely through, 
with palm trees on both sides, and so forth. 

Well, I think that this committee knows, and all the rest concerned 
with legislative requirements and the financial problems that arise 
in the day-to-day operations, that the Big Ditch is hardly represented 
by a simple chart such as this. 

To transship through the Panama Canal with its locks, it is obvious 
that facilities and supporting services are required to pass that ship 
through the locks without mishap. Navigation aids are required to 
mark the channel. 

(Chart: What it takes to put ships through the Panama Canal.) 

As I say, navigation aids are required to mark the channel to assist 
the pilot in navigation, and we have shown on this chart, and have 
tried to depict to some extent the various services that are required to 
put any commercial ship through the canal. 

The ‘navigation service, as I “have said, requires the marking of a 
channel, the tugs, piloting, ships supply, fuel, and repairs. The 
channel must be continually dredged because it always silts up. We 
remove several millions of yards y early i in maintenance dredging. We 
need power. We need water for the municipal supply and “water for 
the canal. The locks, of course, require much service in maintenance. 
The shipping service requires service to itself, port facilities, a railroad 
and trucks, and then in order to make any organization work one has 
to have a labor force. That labor force lives outside the continent and 
requires food, shelter, and clothing, and likewise, health, education, 
and recreation. So all of those things come into the picture. 
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In the end, there is the matter of security, both to the labor force 
to make it feel it is secure in its position, and security to the canal. 
That all goes into the problem of transiting ships. 

(Chart: Organization chart.) 

The basic legislation, Public Law 841, we touched yesterday, and 
I would like to return to that for a moment. 

The fundamental legislation, Public Law 841 of the 81st Congress, 
established the pattern and provided the basic conception of the Pan- 
ama Canal Company-Canal Zone Government organization, affect- 
ing the philosophy of the division of functions between the zone 

canal, between the government functions and the functions which per- 

tain to the ope ration of an international public utility. This law 
places the civilian organization which operates the canal enter prise 
on a commercial basis, without profit motive but fully sustaining, 
including the costs of operation of the Canal Zone Government func- 
tions. 

This legislation was aptly termed unique in the annals of Govern- 
ment by the Senate report which recommended its adoption. 

Placed into effect in 1951, Public Law 841 provides for the Govern- 
ment agency called the Canal Zone Government to be administered by 
the Governor of the Canal Zone, appointed by the President of the 
United States with the advice and consent of the Senate. 

The Canal Zone Government is directly under the President. By 
delegation the Secretary of the Army in his personal capacity repre- 
sents the President in the supervision of administration of the Canal 
Zone Government. 

By this same law the operation of the waterway and all supporting 
functions were consolidated in the Government corporation known as 
the Panama Canal Company with its ownership by the Government 
represented by the Secretary of the Army as stockholder in his indi- 
vidual capacity as the personal representative of fhe President of the 
United States for such purpose. 

The stockholder appoints the 13 members of the Board of Directors 
in which management of the corporation is vested. 

General officers of the Company are selected by and serve during 
the pleasure of the Board of Directors with the exception of the Chair- 
man of the Board, who is appointed by the stockholder to serve dur- 
ing his pleasure, and the President of the C ompany, who is the Gov- 
ernor of the Canal Zone and in whom executive direction is placed. 
‘The general officers have such authority and perform such duties as 
the Board of Directors prescribes. 

The CHamMan. May I interrupt you? The Board of Directors is 
appointed by the President ? 

Governor SerBotD. They are appointed by the stockholder. 

The Cuarrman. Who is the stockholder ? 

Governor SeyBotD. The Secretary of the Army. 

The CHarrman. And he appoints the Board of Directors? 

Governor SeypBoip. He appoints the Board of Directors, with the 
exception of the Chairman. 

The Cuatrrman. The Board of Directors elects its own Chairman? 

GovERNOR SeyBotp. The Chairman of the Board is appointed by 
the stockholder to serve during his pleasure. He is appointed by the 
stockholder who is the Secretary of the Army. 
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The Cuarrman. Congress has nothing whatever to do with appoint- 
ing the Board of Directors? 

Governor SeysBoip. No, sir. It is executive throughout; no legis- 
lative. 

Mr. Toiterson. On your chart, the Governor and the Lieutenant 
Governor are the same people as the President and the Vice Presi- 
dent. 

Governor Seysotp. That is right. The left-hand side of the chart 
indicates the Government and the right-hand side indicates the Com- 
pany, and they are tied together by the Governor-President and the 
Lieutenant Governor-Vice President. 

The Cnamman. And this is all set up by an act of Congress? 

Governor Seysotp. Yes. The Canal Government, as an indepen- 
ent agency of the executive branch, exercises the usual government 
authority and is responsible for the usual functions of the state and 
local government. We talked somewhat about that yesterday. That 
includes the maintenance of a court, schools, hospitals, fire department, 
customs and postal services, highways and sewage. 

Administrative and accounting and personal management of the 
Canal Zone Government is provided by the Panama Canal Company. 

The Cuatrman. Let me interrupt. We happen to have with us a 
former member of this committee, Mr. Clark W. Thompson, who was 
chairman of a special committee appointed by the former chairman of 
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this committee to study the Canal Zone Government and operation. : 
Wanting to familiarize the members of the committee with all the past ; 
activities that have gone on, I invited Mr. Thompson here this morning 
to ask certain questions and bring us up to date with regard to the 
activities of his subcommittee and the legislation which was passed 


as the result of the studies of his subcommittee. 

In conjunction with that, Mr. Allen was chairman of a special sub- 
committee that studied the situation. We have the two gentlemen here 
together, and I want to permit Mr. Thompson to ask you certain ques- 
tions about the operation and the results of the legislation that he 
brought to pass, and also what may be expected with regard to this 
question of the sea-level canal, or a canal in another location. 

Mr. Tromrson. Mr. Chairman, I deeply appreciate the invitation 
to come and sit in again with this committee which is still very, very 
close to mv heart. 

To the Governor I may say this: You know how it is if you have 
once been bitten by the Panama Canal bug. 

(;overnor SeyBoip. Yes. 

Mr. THomrson. You are never quite the same, nor can you ever get 
away from your deep interest in the canal physically and in the people 
who operate it. 

I w: . the author—perhaps draftsman would be a better word—of 
Public Law 841, and I am constantly having my interest reawakened, 
particularly to know how it is working. The reason for the law was 
to establish some kind of good accounting base in order that proper 
tolls could be charged commercial vessels—and Government vessels, 
incidentally—which transited the canal. 

Now, the reason for the keen interest in the sea-level project is that 
T became inoculated with all this canal business just a little while after 
that first 1947 report had been filed. Your predecessor, the then Gov- 
ernor, asked me why we wanted to raise any question about it. I said 
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that it was simply a business and accounting matter because if we were 
then setting the basis of tolls on the investment as it stood on the books 
in 1950, and if that base was to be increased very materially by the 
construction of a new canal, we ought to know it and take it into con- 
sideration as we made our acc ounting plan. 

When I saw the sea-level canal map yesterday in the other com- 
mittee room I was a little apprehensive for fear you might start the 
construction now in the next few weeks and upset our whole Public 
Law 841. 

Our committee in 1950 agreed with what you have said today in 
your report; namely, that the present canal is adequate for the Mg 
seeable future. As I remember it, we projected it 25 years and with 
minor improvements that can be made at compar: atively low cost, it 
will continue to handle the traffic, but we still keep coming back to the 
sea-level project. 

Now, I would like to ask you this question which I also asked back 
in 1949 or 1950: Is the sea-level canal strictly a national-defense 
proposal ? 

Governor Srrsotp. Well, Mr. Thompson, you asked that of me as 
a private citizen. I am an engineer and have been for thirty-odd 
years. There is no official answer from my organization. I think the 
facts are as we tried to display them yesterday—that commercewise 
we can take the ships of the world for a number of years. 

As to the defense possibilities of the present Panama Canal, sir, 
I think that would have to be asked of the Department of Defense. 
You and I realize what could happen to the locks, but I think it can be 
stated that the present canal, as your committee found it, and as we 
find it, is adequate to pass the commercial ships. 

Mr. Tuomrson. Then the question of national defense would not 
come properly before this committee at all but rather would go before 
the Armed Services Committee, which aon | recommend the appro- 
priation to build the canal? 

Governor Seyso.p. I think that the chairman would have to answer 
that. Your law had foresight. Our organization looks at it 
from purely a commercial standpoint, plus local security of the canal 
and all of its appurtenances. 

The CuHarrman. As I understand it, if the Armed Services Com- 
mittee desired to build a canal strictly for national defense and pro- 
hibited all commercial vessels to transit it, then of course I would 
agree that it is a matter for national defense, but if the canal were 
to be for mutual use, I would object and oppose on the floor of the 
House any jurisdiction over the Panama Canal by the Armed Services 
Committee of the House. I think that every member of the committee 
would feel likewise. 

Governor Seysoip. I think in your statement there, if I may say so, 
Mr. Chairman, you injected the operation in addition to the con 
struction. I think Mr. Thompson and I had only in mind the con- 
struction of a sea-level canal. You are exactly right, Mr. Chairman. 
You cannot separate the traflic—the canal will be used both ways, for 
defense and by commercial interests. 

Mr. Tuomrson. The great question would be, how are you going 
to divide the cost ? 

Governor SeyBoip. That is right. 
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Mr. THompson. It would be expensive. 

Governor SryBoLp. Extremely. 

Mr. TuHompson. About how much would it run? 

Governor Srysorp. I think the original estimate at the time was 
$2,500 million. Costs have increased tod: ay. The technique of earth 
moving and so on is increased, but I assume that today it would cost 
about $4 billion or $4.5 billion. 

Mr. THomrson. That is the reason our committee in those days was 
so much concerned. If it is as the then Governor seemed to feel, 
Governor Newcomer, a national-defense project, and if the construc- 
tion of a sea-level canal is being done because of the danger in the 
world of the atomic and hydrogen bomb, and if in order to get the 
navies of the free world back and forth between the oceans, it is neces- 
sary to build another canal, it then becomes a national-defense prob- 
lem and should be paid for as such. Of course, later operations would 
be something else. 

Governor SeYBoup. Yes. 

The CuarkmMan. Would not the question then arise as to whether 
this is the location for a sea-level canal in lieu of other sites that might 
be more adaptable to a sea-level canal / 

Governor SryBoip. I would sort of risk my reputation as an engi- 
neer on that, Mr. Chairman, and state that this is the place for a sea- 
level canal because it has far more advantages than any other location. 

The Cuarrman. Then there is no further argument. 

Governor SryBotD. You have, after all, the statement of only one 
man. 

Mr. TuHomeson. A very famous soldier who is employed by the 
Government said to me a ‘couply of years ago when I voiced my con- 
tinued interest in the Panama Canal, and all transoceanic canals, that 
he wished that we could have an additional canal away from Panama, 
because of sometimes difficult negotiations between the two Govern- 
ments. 

If you did follow the plan substantially as recommended in 1947, 
would you keep that canal within 5 miles of the border limit? 

Governor Srrsotp. There would have to be a very small amount of 
land, we feel, obtained for flowage rights, but I am sure that there 
would be no difficulty. 

Mr. Tuompson. You would have to have new treaties ? 

Governor Srysoip. No, sir. I think that arrangements could be 
made within our present treaties. 

Mr. THompson. We doubted that we could do it when our com- 
mittee studied it, because Panama had put us on notice that anything 
that tampered with those borders would call for a new set of treaties. 

The sea-level canal always arouses intense controversy whenever 
you mention it. 

Governor SryBoip. Yes. 

Mr. TxHompson. I have tried in all these years, and still try to 
maintain a balance. I long ago came to the conclusion if it is ever 
presented to the Congress it w ill have to have some ver y strong back- 
ing or it will never have a chance to get through. With that in mind, 
I suggested way back yonder, and I still suggest, that an entirely im- 
partial commission be appointed, someone who has not had my happy 
experience of being inoculated with the Panama Canal, but competent 
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unbiased engineers who could weigh and evaluate the information 
from both sides of the question. I have wondered why the Panama 
Canal authorities and the administration objected so seriously to ap- 
proaching it from that point of view. 

Governor SeyBoip. It has been investigated so many times. All the 
routes have been looked at. To those who have studied it, it appears 
so clear. I realize that that is not true with regard to the average 
person that approaches the problem. We have studied it through so 
often and there seems to be only one answer to the problem. Possibly, 
Mr. Thompson, that is the reason why. I do not know how much oppo- 
sition there has been, but that is the only answer to your question that 
I can think of. 

Mr. THompson. I am sure, had you been the author of the 1947 
plan, the sea-level plan, you would not object to submitting it to an 
unbiased board of engineers. 

Governor Srysotp. No. I would have been very, very proud of 
that because I think it can stand up. Of course, there would be certain 
changes. We find as we go along through the years that we have to 
change a few things. You do not believe there is any possibility of 
changing the basic conception of the canal? 

Mr. THomrson. From what you say, there is no need for any major 

change in oo to continue the commercial transiting for the forsee- 

able future. I do not suppose anything of the kind would take place 
soon. Yet, from some source, we keep reawakening the sea-level 
yroject. 

I would like to have all the facts presented to this committee. I 
would like to have those appear who object and those who are 
advocates of it. 

Governor Srypoip, I will use your phrase, if you do not mind, 

“bitten by the bug.” Imagination, since the inception of the canal, 
has always gone back to the sea-level canal. I think that is some- 
thing that you are not going to be able to drive out of the mind. 

Mr. Tuomrson. There has always been the battle of the levels and 
the battle of the routes, and it is still raging. 

You have indulged me most kindly, Mr. Chairman, and I appreciate 
it very much. You have made me homesick to be back here sitting 
in on your deliberations. 

The CuHarmman. We appreciate having you very much. You have 
introduced a bill to set wp a commission to study this subject. 

Mr. THomrson. That is right, study all the facts. 

The Cuamrman. And there has been a similar bill in the Senate ? 

Mr. THompson. Right. 

The Cuarrman. And the Bureau of the Budget reports there is 
some conflicting facts that have been reported by the committees that 
have studied the subject. 

Mr. THompson. I would say so. 

The CHatmrMan. Will you on the record tell us what they are? 
I would like the committee to know. 

Mr. THompson. Mr. Chairman, I will have to ask you to let me 
give you my answers a little later. This is a little complicated, and I 
am confused sometimes in my own mind about what the Bureau said 
and what the State Department said in opposition to the bill that was 
proposed. However, they both came right back to the 1947 project and 
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said in effect, take it or leave it. That certainly is not the attitude 
that you have expressed, Governor. You would be perfectly willing 
to have it weighed and have an independent commission advise this 
committee and the C ongress as to what is right and what is wrong. 

But as to commenting upon the specific points in those letters, 
I would like to go over them again and answer that at some sub- 
sequent meeting of the committee. 

The CHarmMan. Would you rather do it that way, or insert it in 
the hearings at this point? 

Mr. THomrson. I would be glad to insert it. Why not put the letter 


in that I just addressed to you on the subject? I think that it covers 
the whole thing. 


The CuarrMan. We will do that. 
(The letter referred to is as follows :) 


i 
¢ 


HOUSE OF REPRESENTATIVES, 
Washington, D. C. March 25, 1955. 
Hon. Hersert C. BonNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: This will acknowledge your memoranda which referred 
to me the comments of the Department of State and the Bureau of the Budget ; 
in regard to H. R. 3335 to create the Interoceanic Canals Commission. These 
two letters show such a complete lack of knowledge of the attitude of Congress 
toward the subject problem that I am impelled to invite to your attention for 
your information, and perhaps the guidance of the committee, certain points 
which should be carefully weighed. It is possible, although I hope that it is 
not true, that both of these two agencies share a tendency to disregard previous 
expressions and implied expressions of the Congress. Both make reference to the 
isthmian canal studies of 1947 which recommended only the sea level canal 
project for mayor increase of canal facilities. This recommendation has been the 
subject of intense controversy ever since. 

The isthmian canal studies of 1947, mentioned in the letter, were conducted 
by the Governor of the Panama Canal under Public Law 280, 79th Congress. 
This law authorized and directed him to make a comprehensive investigation of 
the means for increasing the capacity and “security” of the Panama Canal to ; 
meet future needs of interoceanic commerce and “national defense,” a restudy 
of the suspended third locks project, and an examination into canals at other 
locations. The report of these inquiries was transmitted by the President to the 
Congress on December 1, 1947, without Presidential approval, comment, or 
recommendation. In view of the fact that Public Law 280 is the first canal law 
to use the terms “security” and “national defense,” and was originally drafted 
in the Canal Zone organization and later executed under the interpretations of 
its officials, this White House attitude is significant. 

In the Congress, the report was referred to cognizant legislative committees in 

the House and Senate, which took no action thereon, and it was not published. 
The explanation for this treatment of that voluminous report is that con- 
gressional leaders at the time, Hon. Schuyler Otis Bland, and Hon. Willis W. 
Bradley and others, then members of your committee, recognized its recom- 
mendations as predicated on a very different interpretation of the “security” 
and “national defense” factors of the statute than was intended by the Congress 
that enacted it. 

Since 1947, the recommendations in the report have been subjected to severe 
attack in professional and lay publications that challenge the assumptions upon 
which they were erected. It is apparent from the Department of State letter 
that its author is unfamiliar with the grave problems involved in the overall 
picture. To facilitate the study of the question in its entirety, I have prepared 
an extensive documentation on Isthmian Canal Policy of the United States, 
published in the Congressional Record (84th Cong., Ist sess., vol. 101, No, 52 
(Mar. 23, 1955), p. A2049), copy appended. 

The submission of the 1947 report, however, did contribute toward bringing 
about an investigation of the financial operation of the Panama Canal under 
House Resolution 44, 8lst Congress. The studies and recommendations of a 
special subcommittee resulted in the enactment of Public Law 841, 81st Congress, 
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approved September 26, 1950, to create the Panama Canal Company and Canal 
Government. Thus, the Board of Directors of this company, mentioned by the 
Departinent of State as directing the 1947 studies, was as a matter of fact not 
yet in existence. These studies were directed by the Governor of the Panama 
Canal under the supervision of the Secretary of War (now Army). 

‘ae diplomatic problem of treaty relationships involved in the canal question 
is intricate. It has been covered many times in the remarks of distinguished 
leaders of the Congress. Thus, the failure of the Department of State to com- 
ment on the diplomatic implications of the interoceanic canal subject in connec- 
tion with either H. R. 3335 or its predecessor, H. R. 1048, 83d Congress, is difficult 
to understand. To assist in this direction, attention is invited to a section on 
diplomatic implications contained in a comprehensive evaluation of the Isthmian 
Canal Policy of the United States, published in the March 1955, issue of the 
United States Naval Institute Proceedings, page 263, copy attached. 

It should here be stressed that the principal recommendations in the 1947 
report call for the construction of a virtually new Panama Canal that would 
require additional Panamanian territory not covered by existing treaties. The 
position of the Republic of Panama with respect thereto was stated in a 1946 
note of Dr. Ricardo J. Alfaro, then Minister of Foreign Affairs of the Vana- 
manian Republic. In view of the experience in the recent negotiations with 
Panama, it must be assumed that additional concessions on the part of the 
United States, including a huge indemnity and greatly increased annuities, 
would be involved, with all that, these imply for the American taxpayer and our 
merchant marine. Yet, this important question was not even mentioned in the 
Department of State letter. 

Although not within its primary jurisdiction, the Department of State ap- 
parently supports the validity of the 1947 report in the fields of operation, con- 
struction, maintenance, and protection, for it suggests that further studies on 
interoceanic canal problems be undertaken by the staff of the Committee on 
Merchant Marine and Fisheries, or by one of the executive agencies directly 
concerned. As to these two ideas, no congressional committee is organized to 
conduct a task of such magnitude—especially one dealing with the question of 
present and future interoceanic canals. Moreover, the three previous studies 
by executive departments, which resulted in the 1931, 1989, and 1947 reports 
of administrative character, were unproductive of concrete results. The Panama 
Canal is still essentially what it was when opened to traffic in 1914. 

The only actual attempt at increased capacity in the history of the enterprise 
Was the third locks project. In the light of later knowledge, of which congres- 
Sional committees are fully informed, this project was suspended, incomplete, 
with a loss of $75 million. 

The Bureau of the budget recommends against the enactment of H. R. 3335, 
stating that the subject of interoceanic canals was studied at length in the 
1947 report. 

This letter, in effect, invites the Congress to either accept that report or 
nothing. Evidently, the Bureau of the Budget is not aware that the Congress 
did consider that report and did not regard it seriously enough to order it 
printed. Obviously, the Bureau of the Budget is also uninformed as to the 
intense controversy which the 1947 report created. Nor is it willing to concede 
to the Congress the prerogative of appointing an independent and unbiased 
commission to weigh the merits of all the various aspects of this complex situa- 
tion. 

As long as the administration insists on the 1947 report, I recognize the diffi- 
culty which confronts the Congress in arriving at a sound conclusion. Even so, 
I believe that the State Department and Bureau of the Budget letters supply 
additional reasons for your Committee to study further the various problems of 
interoceanic canals, and to arrive at its own conclusions without regard to an 
Administration which is evidently not open-minded on the subject. 

I am more than ever convinced that the elements of national policy in this com- 
plicated subject can be properly resolved only by an independent and unbiased 
body working under congressional authorization. If the 1947 report is the cor- 
rect one, then its authors need have no fear of the findings of an independent 
commission. 

I trust that you will accept these thoughts of mine as coming from one whose 
service with you on the Merchant Marine Committee is one of the best memo- 
ries he has. You might justifiably suggest that when I left the committee, I 
should have left behind me my interest in the affairs of the Panama Canal. 
Unfortunately, or perhaps fortunately, those of us who have become familiar 
With that magnificent achievement somehow never lose our interest in it. 
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Therefore, I continue to express my thoughts through suggested legislation 
and through written and spoken comments. These things I do, secure in the 
knowldege that they are received with full understanding on your part. 

With warm personal regards. 

Sincerely yours, 
CLARK W. THOMPSON. 


DIGGING THE “Big DitcnH”’ 


The opening of the Panama Canal on August 15, 1914, climaxed a four-century 
dream of mariners the world over. Early 16th and 17th century navigators ex- 
plored every inlet of the North and South American Continents in a vain search 
for the water passage through these land masses to the imagined riches of the 
Orient. Once failure was acknowledged, years of thought were devoted to the 
possibilities of piercing the land bridge between the two continents. Almost all 
agreed that the passage would have to be at the Panamanian Isthmus or 
through Nicaragua. 

In the 1870’s Ferdinand de Lesseps, fresh from his conquest of the Suez, began 
the promotion of a canal through Central America. In January 1880, de Lesseps 
turned the first spade of earth at Culebra signifying that the Panama Canal Co. 
of France was in business. By 1890 the company was in receivership—bankrupt. 
The French estimates had been entirely too sanguine for the work to be done, 
with the equipment available at the time, and in the enervating climate of the 
isthmus. In 1894 a new Panama Canal Co. was organized to continue the French 
effort. A modest amount of work was done, principally in the Culebra Cut, 
but the goal of the company was to sell its holdings and its Colombian option 
to the United States. 

The building of the “New Navy” and the projection of American interests into 
the western Pacific after the Spanish-American War created a demand within 
the United States that any isthmian canal be American-built, owned, and 
operated. In 1902, following months of indecision concerning the site for an 
American-built canal and after considerable dickering with the new Panama 
Canal Co., President Theodore Roosevelt signed an act authorizing the purchase 
of the French holdings and the construction of a canal at Panama. The Co- 
lombian refusal to grant the United States the necessary leasehold in the 
Panamanian Isthmus was evaded by the revolt and establishment of a Republic 
of Panama in November 19083. By March 1904, the First Isthmian Canal Com- 
mission for Construction was appointed with Rear Adm. John Grimes Walker, 
USN (retired), as its chairman. 

The years 1904 and 1905 were spent in preparation for later excavation. The 
Canal Zone Government was organized by the Commission with Maj. Gen. 
George W. Davis, USA (retired) as the Governor. Laborers were hired, hous- 
ing constructed, and, above all, intensive effort was devoted to sanitizing the 
canal area. By December 1905, the problem of malaria and yellow fever was 
largely in hand due to the heroic labors of Col. William C. Gorgas and his as- 
sistants. The isthmian railroad was reorganized by Chief Engineer John F. 
Wallace, and a small force continued excavation at Culebra, largely with French 
equipment. 

In March 1905, a second Commission was appointed to succeed the first, and 
John F. Stevens took over as chief engineer. He recognized that the French 
failure in part was the result of their primitive railroad system and its conse- 
quent inability to handle the material excavated. Stevens therefore insisted 
that American rolling stock and track be used, and he employed time-tested 
techniques for his track laying and maintenance. In June 1906, Congress directed 
the construction of a lock canal and work began in earnest. 

Stevens was replaced as chief engineer by Lt. Col. George W. Goethals, United 
States Army Engineers, in March 1907, but the organization and canal plans as 
laid out by Stevens were largely adhered to by his successor. A large dam was 
built across the Chagres River at Gatun to create a high-level lake, and three 
pairs of locks were built to raise vessels the necessary 85 feet to the lake’s 
surface. After traversing the lake and the Culebra Cut, vessels were to be low- 
ered 30 feet by a pair of locks at Pedro Miguel. The next two pair of locks at 
Miraflores would lower a vessel the remaining 55 feet to sea level on the Pacific 
side. 

By the summer of 1913 most of the work on the canal locks had been com- 
pleted, and in September 1914, the Panama Railroad vessel, the steamship 
Ancon, transited from Colon to Balboa, opening a new era in the maritime history 
of the Western Hemisphere. 
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ISTHMIAN CANAL PoLicy—AN EVALUATION 


By Capt. Miles P. DuVal, United States Navy (Retired) 


(Graduating from the United States Naval Academy in 1918 (class of 1919), 
Captain DuVal has had extensive naval service including duty from 1941 to 
1944 as captain of the port, Balboa, C. Z., in charge of marine operations in 
the Pacific sector of the Panama Canal. From 1946 to 1949 he was Navy 
Department liaison officer and coordinator of Isthmian Canal studies, under the 
Chief of Naval Operations. He is the author of two books on the canal, And 
the Mountains Will Move also Cadiz to Cathay, published by Stanford Uni- 
versity Press, and is now completing a third volume in his trilogy.) 


ISTH MIAN CANAL POLICY ROOTED IN HISTORY 


The Panama Canal, opened to traffic on August 15, 1914, is an interoceanic 
public utility for the transit of vessels of commerce and war of all nations on 
terms of equality as provided by treaty. The history of this undertaking is epic. 

The idea of its construction traces back more than four centuries. The devel- 
opment of it includes extensive explorations, grave crises, and weighty decisions. 
Out of these the Isthmian Canal policy of the United States gradually evolved. 
Yet, despite the vast literature on the canal question, nowhere are the principles 
of this policy comprehensively stated in one place, and they are not adequately 
understood. For these reasons a knowledge of key episodes of this important 
historical subject is essential. 

The advantageous geographical position of the American Isthmus was recog- 
nized by the early Spanish who, within an incredibly short time after their 
arrival in 1502, explored its regions and reduced their fields of investigation 
to four main areas: Tehuantepec, Nicaragua, Panama, and Darien-Atrato. 

Because of the lower Continental Divides at Panama and Nicaragua and 
penetration of the jungles there by river valleys, these two avenues quickly 
became the great rivals for transisthmian commerce. They are still potential 
rivals. 

At Panama, mountainous terrain and torrential rivers, notably the Chagres, 
at first represented insuperable barriers to the construction of a canal. At 
Nicaragua, the existence of a large lake, with the then navigable San Juan 
River flowing from it into the Atlantic, reduced the magnitude of that under- 
taking simply to cutting across the narrow strip separating the lake from the 
Pacific. These facts undoubtedly supply the basis for the initial predilection of 
the United States in the 19th century for a Nicaraguan canal. 

Eventually, the control of the Nicaragua route became a focal point of inter- 
national conflict, with Great Britain and the United States in a diplomatice 
deadlock. This difficulty was not removed until 1901, when the Hay-Pauncefote 
Treaty superseded the earlier Clayton-Bulwer Treaty of 1850, which had de- 
prived the United States of exclusive control of any Isthmian Canal. 


PATTERN OF ISTHMIAN CANAT, ISSUES EVOLVES 


Meanwhile, French interests under the dynamic leadership of Ferdinand 
de Lesseps had decided to construct a canal across the isthmus. An Interna- 
tional Congress for Consideration of an Interoceanic Canal met in Paris in 
1879. There, this Congress wrestled with the difficult questions of selecting the 
best site and deciding on the best type. De Lesseps, the hero of Suez (a simple 
sea-level canal), lent the full force of his prestige and his genius toward securing 
approval for a “sea-level” undertaking at Panama—a wholly different problem. 

One engineer, the only one in that Congress who had adequately studied the 
geography of isthmian regions and grasped their significance, when he saw the 
trend toward decision for the sea-level type, rose in strong protest. 

He understood the topography at Nicaragua and how its elevated lake, 105.5 
feet high, would contribute toward the construction and operation of a canal 
there. He knew the surface features at Panama—the Continental Divide about 
10 miles from the Pacific, the torrential Rio Obispo-Chagres flowing into the 
Atlantic, and the smaller Rio Grande into the Pacific, both through contiguous 
valleys suitable for the formation of lakes. Interpreting these elements in the 
light of maritime as well as engineering needs, he recognized the lake idea as 
offering the solution of the canal problem. 
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Then, with the vision and simplicity of true genius, he proposed a practical 
plan for the Panama Canal, here summarized: “Build a dam at Gatun and an- 
other at Miraflores, or as close to the seas as the configuration of the land per- 
mits. Let the waters rise to form 2 lakes about 80 feet high, join the lakes thus 
formed with a channel cut through the Continental Divide, and connect the lakes 
with the oceans by locks. This is not only the best plan for engineering but also 
best for navigation.” Essentially, that was the plan for the Panama Canal even- 
tually adopted in 1906. The man who conceived and presented the plan was 
Adoiphe Godin Lépinay. 


The applicability of this plan—the only one which at that time could have : 
had any chance for success—was not understood. De Lépinay’s great idea was 4 
ignored. His conception of this plan, however, and its dramatic presentation : 
before the Paris Congress of 1879 establish him as an architectural and engi- 
neering genius—the originator of the plan from which the Panama Canal was ; 
eventually built. : 


The French, despite De Lépinay’s timely warning, launched upon their ill- 
fated undertaking. Ten years later, in 1889, their effort collapsed and the isthmus 
returned to the jungle. Yet, before the failure, the French, to save time and 
money, were forced to change their plans from sea-level to a modified high-level i 
lake and lock type. 

Thus, as the 19th century closed, the pattern of interoceanic canal’s focal po- 
litical and engineering issues had evolved: First, a struggle among competing j 
interests in the choice of route; and second, debate as to the type of canal, with 
tinal decision for the high-level-lake and lock type at Panama. 


PANAMA WINS THE BATTLE OF THE ROUTES 


In 1899, after more than half a century of exploration, including a number : 
of naval expeditions, the United States started serious investigations by means ’ 
of an Isthmian Canal Commission for exploration, 1899-1902, of which Rear 
Adm. John G. Walker, a distinguished line officer of the United States Navy, } 
was president. : 


After an extraordinary political struggle, known as the battle of the routes, 
the Congress authorized the acquisition for the United States of a canal zone in 
what was then a part of the Republic of Colombia, the purchase of the French 
holdings, and construction of a canal at Panama, with provision for the Nica- 
ragua Canal as an alternate project, if suitable arrangements could not be made 
for one at Panama. 

To this end, the chargé d‘affaires of Colombia, Dr. Thomas Herran, a graduate 
of Georgetown University and well acquainted with American governmental 
leaders, succeeded, after many months of arduous labor, in negotiating what 
was considered a most favorable canal treaty for his country—the Hay-Herran 
Treaty of January 22, 1903, which was ratified by the United States Senate on 
March 17, 1903. 

Unfortunately, this treaty became involved politically in Bogota. The Colom- 
bian Senate, called into special session on June 20, 1903, for its ratification, re- 
jected the treaty on August 12, 1903, against urgent pleadings of Dr. Herran 
in Washington and United States Minister Arthur M. Beaupré in Bogota. 

Panamanian leaders, fearing that after all Panama still might lose the canal 
to Nicaragua, set out to prevent that possibility. Under the leadership of Dr. 
Manuel Amador, the State of Panama seceded from Colombia on November 38, 
1903, and declared its independence. This was quickly recognized, first, by the 
United States, and appropriately, second, by France, the country that started 
the waterway. Then followed the Hay-Bunau-Varilla Treaty of November 18, 
1903, which was ratified first by Panama and then by the United States. 

In this treaty the Republic of Panama granted to the United States “in 
perpetuity” the “use, occupation, and control of a zone of land and land under : 
water for the construction, maintenance, operation, santitation, and protection” 
of the Panama Canal—and as if the United States were the sovereign of that 
territory. The ratification of this treaty sealed the choice of the Panama route. 

The technical justification for this fundamental action was supplied by the 
Isthmian Canal Commission, 1899-1902, which, under the direction of Rear 
Adm. John G. Walker, explored all canal routes. He also headed the first 
Isthmian Canal Commission for construction of the Panama Canal (1904—1905) 
under which the Canal Zone was acquired, the Canal Zone government organ- 
ized, and preliminary work started. These achievements place him in history as 
a principal architect of Isthmian Canal policy. 
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BATTLE OF THE LEVELS AND THE GREAT DECISION 


Work under the United States control started haltingly, with increasing uncer- 
tainty as to the type of canal that should be constructed—the high-level-lake and 
lock type or a canal at sea level. Each proposal had strong advocates. 

Fortunately, when the time for decision approached, President Theodore 
Roosevelt selected the great railroad builder, explorer, and business executive, 
the late John F. Stevens, as chief engineer of the Isthmian Canal Commission. 

Mr. Stevens’ qualifications were unique. He had read everything available on 
the proposed Panama Canal since the time of Philip II, built railroads in the 
Rocky Mountains, and supervised open mining operations in Minnesota. Thus, 
in his experience he had witnessed what occurs when the balances of nature 
are altered, and understood the hazards involved in excavating a navigation 
channel through mountains. 

Arriving on the isthmus on July 25, 1905, at the height of a crisis, he had mat- 
ters under control within 24 hours. Experienced as he was in large under- 
takings, he promptly provided housing for employees, organized commissaries, en- 
couraged sanitation, ordered equipment, planned the transportation system, and 
formed the basic engineering organization for building the Panama Canal. 
Indeed, so rapid was his progress that he found himself hampered by having to 
wait for a decision as to the type of canal then being considered by an inter- 
national board of consulting engineers. 

In its report of January 10, 1906, this board split—S members, including 5 
Europeans, voting for sea level; and the 5 remaining Americans voting for high- 
level-lake and lock. The naval member on the Isthmian Canal Commission at 
that time was the Chief of the Bureau of Yards and Docks, who, in a minority 
report, favored the sea-level plan as affording greater immunity from hostile 
injury.’ 

Meanwhile at Panama, Stevens had walked through the entire length of the 
canal route and studied the topography. Interpreting it in the light of naviga- 
tional requirements as well as construction, he decided upon the high-level-lake 
and lock plan, with the Atlantic terminal dam and locks at Gatun. For the 
Pacific end, he favored placing its locks in one group south of Miraflores at 
Aguadulce, just as he planned to do at Gatun. 

Testifying in Washington before congressional committees in January 1906, 
with a conviction for the high-level plan that no one could shake, he voiced his 
determined opposition to the sea-level idea. 

But one appearance was not enough. In June, he was again in Washington, 
still leading in this memorable struggle, later described by Col. George W. 
Goethals as the battle of the levels. On this occasion, Stevens even more force- 
fully and fearlessly urged the high-level-lake plan as the logical solution. 

In the end, with the support of President Theodore Roosevelt, Secretary of 
War William H. Taft, and the Isthmian Canal Commission, the recommendations 
of Chief Engineer Stevens prevailed. Congress, by the act approved June 29, 
1906, adopted the high-level-lake and lock plan as proposed by the minority 
of the International Board of Consulting Engineers. That was the great 
decision in building the Panama Canal, for the second time completing the pat- 
tern of interoceanic canal political and engineering debate. 

Here it should be noted that when making his recommendation to the Con- 
gress for this action, President Roosevelt did so after evaluating all available 
evidence of relative vulnerability and operational effectiveness of the two 
types. Although he understood that the “sea-level” type would be “slightly 
less exposed to damage in event of war.”* he recommended the high-level plan 
because of its economic and operational superiority. 

The transit from 1914 through August 31, 1954, in both peace and war of more 
than 230,517 vessels of various types has completely established the wisdom 
of that decision. Moreover, it secured Chief Engineer Stevens, who was pri- 
marily responsible for bringing it about, his great fame as the basic architect 
of the Panama Canal. 


CIVILIAN CONTROL REPLACED BY MILITARY 


Though the high-level plan, as approved by the minority of the International 
Board of Consulting Engineers, provided for placing all Atlantic locks at 
Gatun, it also specified separation of the Pacific locks into two groups. Chief 


1 Report of Board of Consulting Engineers for the Panama Canal (Washington. 1906), 
p. xix. 
2 Ibid., p. iv. 
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VARIOUS PROPOSED ALTERATIONS FOR THE IMPROVEMENT OF THE PANAMA CANAL 
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Top drawing shows the plan for the high-level Miraflores Lake. The bottom 
drawing shows the plan for the sea-level canal. 
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Courtesy American Society of Civil Engineers 
Details of the Miraflores Lake plan. 


Engineer Stevens, who had had railroad operating experience, recognized the 
operational inconvenience of this arrangement and never favored dividing the 
Pacific locks. 

Eventually, on August 3, 1906, Stevens tentatively approved a plan developed 
by William Gerig. The proposal placed all Pacific locks in three lifts south 
of Miraflores with the terminal dam and locks between two hills, Cerro 
Aguadulce on the west side of the sea-level section of the can:ul and Cerro 
de Puente on the east side—on a natural perimeter that would have supplied 
the same arrangement as at Gatun. This plan, had it been followed, would 
have enabled lake-level navigation from the Atlantic locks to the Pacific, with 
a summit-level anchorage at the Pacific end of the canal to match that at the 
Atlantic end. 
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Regrettably, Stevens was under great pressure to start construction. Advo- 
cates of the “sea-level” proposal, stung to the quick by their defeat in Congress, 
were poised ready to take advantage of a major change in the approved pro- 
gram as evidence of weakness in the high-level plan. Opponents of any canal 
at all were also seeking some means to delay the enterprise. These two forces 
together represented a political and economic strength that could not be dis- 
regarded. 

Stevens’ foundation explorations, necessarily made in great haste, proved 
unsatisfactory, and he did not dare jeopardize the project by further delay. 
Twenty days later, on August 23, 1906, still confident that this important ques- 
tion would rise again, he voided his plan, marking it “not to be destroyed but 
kept in this office,” and proceeded with the approved plan for separating the 

,acific locks. 

In 1907, after having brought construction to a point where the success 

of the project was a certainty, Stevens resigned his positions as Chief Engi- 





neer and Chairman of the Isthmian Canal Commission, to which combined 3 
eee : a ; ee ; & 
offices he had been appointed by President Roosevelt in recognition of his con- 
tributions. He was succeeded by Col. George W. Goethals, under whose able 
direction the work was carried forward. 
PANAMA CANAL OPENED FOR TRAFFIC $ 


Notwithstanding this shift in administrative control of the canal enterprise 
from civilian to military in 1907, the Stevens proposal to combine the Pacific 
locks did not die. Col. William L. Sibert seriously studied it and, on Janu- 
ary 31, 1908, formally submitted a definite plan that reflected his appreciation 
of marine needs as the basis for navigational planning.* But unfortunately the 
Sibert proposal likewise was not approved for reasons then deemed adequate. 

In this connection, it is pertinent to comment that after the resignation of 
Rear Admiral Walker in 1905 there was no experienced navigator on the Isthmian 
Canal Commission. Thus, one can only ponder what might have been the result 
had such a person been readily available for consultation with Stevens and 


25 ALT i co ee lam 


Sibert on marine planning. In the light of later operational and engineering : 
knowledge, developed in 1941-44, when there was such consultation between : 
experienced engineers and marine operating officials, it is indeed regrettable ; 
that the Stevens-Sibert proposals were not adopted. t 

Colonel Goethals headed the project to the end, making a number of important ; 
but nonbasic changes, which included a widening of Culebra (Gaillard) cut i 
and the locks. He developed the first permanent operating organization under j 
the Panama Canal Act of 1912 and, as the first Governor of the Panama Canal, : 


opened the canal to traffic on August 15, 1914, and overcame the early slide 

crises. He and his associates won great fame as builders of the Panama Canal. i 
In this connection, it should be explained that the original concept of the 4 

functioning of the canal enterprise as a civil agency under the Panama Canal ; 

Act was dual: in peace, as an interoceanic public utility under a Governor; in 

war, under the supreme control of the commanding general of United States 

Army on the isthmus. In either status, the operational mission of the water- 

way remained as the transit of vessels under the obvious assumption that the 

Panama Canal, like other transportation facilities in the United States, would 

serve in war as Well as in peace. 


DEFENSE CONCEPTS BECOME ASCENDANT 


After the opening of the canal to traffic, the great builders left the isthmus; 
operation and maintenance became matters of routine, and the project was 
uncritically accepted. The rapid development of the airplane and other modern 
weapons following World War I, dramatized by periodic fleet exercises off 
Panama, made considerations of defense matters of increasing concern; those of 
marine operations became secondary. 

In the excitement preceding World War II, the Congress authorized construc- 
tion of a third set of larger locks, primarily as a defense measure,* known as the 


4 
5 
4 
: 
8 


* William L. Sibert and John F. Stevens, The Construction of the Panama Canal (New 
York: D. Appleton & Co., 1915), pp. 139-146 contains a summary of the Sibert proposal 
and its disposition. 


*Publie Law 391, 76th Cong., approved August 11, 1939 (535 Stat. 1409). 
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third locks project, at an authorized cost of $277 million. The proposed layout 
placed a new set of larger locks (140 by 1,200 feet) near each of the existing 
locks but at some distance away to afford greater protection through dispersal 
and increased lock capacity for large naval vessels. The new locks were to be 
joined with the existing channels by means of bypass channels.* 

Significantly, the plan included a number of construction features for future 
changing of the canal to “sea level.” Thus, discerning students recognized the 
third locks project as renewing the old “battle of the levels” in a new form— 
that of “conversion.” 

The third locks project layout at the Atlantic end of the canal, which dupli- 
cates an operationally sound arrangement at Gatun, is likewise sound. At the 
Pacific end, however, the proposed new channel layout countained 3 sharp 
bends—29°, 47°, and 37°—in succession from north to south. The latter, if it 
had been completed, would have created operational problems and navigational 
hazards of the gravest character. 

Construction started in 1940 and was pushed vigorously until suspended in 
May 1942, because of shortage of ships and materials more urgently needed else- 
where for war purposes. No excavation was accomplished at Pedro Miguel; 
that at Gatun and Miraflores was substantially completed. Some $75 million 
Was expended.°® 


WAR EXPERIENCE INSPIRES PLAN FOR CANAL IMPROVEMENT 


The suspension of the third locks project, however, afforded an opportunity, 
while there was still time left to make such a study, for its reexamination in 
the light of operational needs demonstrated by marine experience. This was 
at a period when the Panama Canal was the scene of many military and naval 
expeditions on their way to and from combat zones in the Pacific. This, it should 
be also noted, was before the advent of the atomic bomb. 

These studies conclusively established that the principal marine operational 
problems of the existing Panama Canal are: 


5H. Doe, 210, T6th Cong., Ist sess.. (1939). 
®* House Committee on Merchant Marine and Fisheries, Executive hearings on H. R. 
4480, 79th Cong., Ist sess., November 15, 1945, p. 4. 
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1. Dangerous traffic bottleneck at Pedro Miguel and lack of a Pacific summit 
anchorage. 

2 Double handling of vessels at separated Pacific locks 

3. Effect of fog in Culebra (Gaillard) cut on capacity and operations 

4. Lockage surges in cut caused by operating Pedro Miguel Locks (3-foot maxi 
mum amplitude). 

5. Limited operating range of Gatun Lake water level (S87 feet—S2 feet). 

6. Navigational hazards in the restricted cut (300-foot minimum bottom 
width). 

7. Inadequate dimensions of present locks for largest vessels (110 feet x 1000 
feet) .’ 

From the nature of these inadequacies, it is obvious that locating the Pedro 
Miguel locks at the south end of Culebra (Gaillard) cut, where it created a 
traffic bottleneck and other problems, was the fundamental error in operational 
design of the Panama Canal. 

Under the basic assumption that the prime function of the Panama Canal is 
the safe and convenient transport of vessels, it is self-evident that the wide 
channels of Gatun Lake afford safer and more convenient navigation than can 
any necessarily restricted channel at sea level. Moreover, the advantages of 
unrestricted lake navigation outweigh the minor hazards and time lost by pas- 
sage through locks. Thus, the best operational solution is not provided by low- 
ering the Gatun Lake water level to sea level, or to some intermediate level, but 
by raising it to its highest feasible elevation. 

The obvious economic operational solution thus is a major improvement of 
the existing canal according to what is known as the Terminal Lake-Third locks 
plan, which includes the following program: 

1. Removal of the bottleneck Pedro Miguel locks. 

2. Construction of all Pacific locks in continuous steps near Miraflores 
3 and 4. Elevation of the intermediate Miraflores Lake water level (54 feet) 
to that of Gatun Lake to serve as an anchorage during fog periods and to dampen 
surges. 

5. Raising the summit water level to its optimum height (approximately 
2 feet). 

6. Widening Culebra (Gaillard) cut. 

7. Construction of a set of larger locks. 

These modifications will remove the traffic choke at Pedro Miguel, correct 
present operational dissymetry and simplify canal control, increase channel 
depths, and improve navigation, mitigate the effect of fog, reduce marine acci 
dents, decrease transit time slightly, conserve water, and increase capacity. 
Thus, the plan supplies the best operational canal practicable of economic 
achievement. 

This plan was publicly revealed by its author on May 20, 1943, in an address 
before the Panama section of the American Society of Civil Engineers, under the 
title “The Marine Operating Problems, Panama Canal, and the Solution ”’ 
Attended by high Army, Navy, and Canal Zone officials, the presentation aroused 
the interest of the Commandant of the 15th Naval District, Rear Adm. C. FE. Van 
Hook, who was present. He later submitted the plan to the Navy Department. 
On September 7, 1948, the Secretary of the Navy forwarded it to the President. 
Subsequently, this proposal was approved in principle by the Governor of the 
Panama Cana! for the major modification of the existing canal. According to 
the report of a 1949 congressional investigation, it can be accomplished at “com 
paratively low cost.”*® Moreover, no doubt exists as to its soundness because a 
similar arrangement at Gatun has been tested since 1914 and found eminently 
satisfactory. 


ATOMIc BoMB RESURRECTS SEA-LEVEL PLAN 


The spectacular advent of the atomic bomb in 1945 injected a new element into 
the canal picture. Under the force of its impact, canal officials sought authority 
to conduct an overall review of the entire interoceanic canals question in the 

* Hon. Willis W. Bradley, What of the Panama Canal?, Congressional Record, vol. 94 
pt. 10 (Apr. 21, 1948), p. A2449, and The Whys of the Panama Canal, Congressional 


Record, vol. 95, pt. 12 (Mar. 4, 1949), p. A1303, contain extended discussions of marine 
problems. 


*A.S.C. E. Transactions, vol. 114 (1949), p. 558. 
*H. Rept. 1304, 81st Cong., Ist sess. (1949), p. 2. 
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light of the then newest developments in the military and physical sciences.?” 
This was before the hydrogen bomb. 

Accordingly, the Congress in 1945 enacted legislation “ authorizing the Gov- 
ernor the Panama Canal to make a comprehensive investigation of the means 
for increasing its capacity and security to meet the future needs of interoceanic 
commerce and national defense. The law also provided for a restudy of the third 
locks project, a study of canals at other locations, and for consideration of any 
new means for transporting ships across land. Thus was launched the second 
major canal crisis in the 20th century. It served to resurrect the corpses of the 
1902 battle of the routes and the 1906 battle of the levels with a rehashing of all 
the main arguments of the earlier struggles on the basis of the newer term, 
“security,” rather than the older one, “vulnerability.” 

Under a far more extreme interpretation of the security factor of the statute 
than was intended by the Congress that enacted it, the investigation was directed 
toward obtaining authorization for a sea-level project at Panama, with the se- 
curity and national defense factors as paramount, and money costs not a gov- 
erning consideration.” In line with the 1905-6 precedent, the naval representa- 
tive on the board of consulting engineers for the greater part of this engineering 
investigation was the Chief of the Bureau of Yards and Docks. 

In the ensuing public hysteria centered on the dangers of the atomic bomb 
and other modern weapons, the long-range and fundamental mission of the Pan- 
ama Canal to provide efficient and economic transit of vessels was generally 
overlooked. 

The report of the 1946-47 Isthmian Canal Studies * recommended only the sea- 
level project for major canal construction at Panama, initially estimated to cost 
$2,483 million. With the exception of the two terminals, this project provides 
for constructing a virtually new Panama Canal of 60 feet minimum depth in navi- 
vation lanes and of 600 feet width between sloping sides at a depth of 40 feet 
on a new alinement somewhat removed from the present channel, which it crosses 
several times. The project includes a tidal lock (200 feet by 1,500 feet) and a 
navigable pass at the Pacific end, many miles of dams for flood-control reservoirs 
on both sides of the projected canal, diversion channels, and other structural 
features. This program would result in abandonment of the greater part of the 
existing waterway and the investment that it represents. 

Although the 1947 report contained studies of plans for a Terminal lake-third 
lock project, which it did not recommend, it offered a relatively minor program 
for improvement of the present canal installations to meet the needs of com- 
merce as a preferred alternative to the major improvement of the existing water- 
way as recommended to the President in 1943 by the Secretary of the Navy. 

Transmitted by the President to the Congress on December 1, 1947, and without 
Presidential approval, comment or recommendation, the report promptly en- 
countered sharp opposition. The Congress took no action on this report. 
Instead, in 1949, it authorized an investigation of the organizational and financial 
aspects of the canal enterprise,“ for which study Representative Clark W. 
Thompson of Texas, a retired Marine Corps Reserve Officer, served as chairman. 
This investigation resulted in the first basic change” in the permanent canal 
operating organization that was established in 1914. 

The new act requires that transit tolls be established at rates that will place 
the operation of the canal enterprise on a self-sustaining basis—a new principle 
in Isthmian Canal policy with far-reaching implications affecting the future 
economic management of the Panama Canal and interoceanic commerce. This 
subject is now under further congressional study.” 


CLARIFICATIONS RESTORE OPERATIONS AS BASIS FOR PLANNING 


Meanwhile, in the Congress, the security and national defense premises, on 
which the recommendation for the sea-level project was primarily based, were 
vigorously challenged. 


™ Committee on Merchant Marine and Fisheries, op. cit., p. 5. 

11 Public Law 280, 79th Cong., approved December 28, 1945 (59 Stat. 663). 

2 See statement of Board of Consulting Engineers, quoted in Panama American, August 
5, 1946. p. 3. cols. 4-6. 

3 Summarized with discussions in A. 8S. C. E. Transactions, vol. 114 (1949), pp. 607-906. 

“ H. Res. 44, 8lst Cong., quoted in Congressional Record, vol. 95, pt. 2 (Feb. 28, 1949), 
p. 1617. 

6H. Doe. 400, Sist Cong., 2d sess. (1950), and Public Law 841, 71st Cong., approved 
September 26, 1950 (64 Stat. 1038). 

% Hon. John J. ANen, Panama Canal—Interim Report, Congressional Record, vol. 100, 
No. 149 (Ang. 4, 1954), p. A5766. 
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As to the atomic bomb, Representative Willis W. Bradley, a retired naval 
officer, summarized his views “As far as I can ascertain, the greatest authorities 
on modern weapons of war who have given this subject serious attention hold 
uniformly that any canal would be critically vulnerable to the atomic bomb, 
regardless of type; that a sea-level canal would be in the same security class as a 
lake canal; that a sea-level canal could be closed for prolonged periods of time 
beyond any hope of speedy restoration ; and that a sea-level canal cannot be con- 
sidered secure in an atomic war. These same authorities also agree that the 
atomic bomb is irrevelant as a controlling factor in the planning of operational 
improvements for the Panama Canal.” ” 

Representative, now Senator, Thomas E. Martin of Iowa, a retired Army 
officer, developed the national defense clarification, repeatedly stressing that 
protection of any type of canal, wherever located, is ‘‘an overall governmental 
responsibility, and that its defense, like that of the seaports, airports, railroads, 
highways, and productive centers of the United States depends upon the com- 
bined industrial, military, naval, and airpower of this Nation as obtained in both 
world wars, and not upon passive defense measures, such as may be embodied in 
inherent characteristics of canal design.” * 

Here it should be stated that leading atomic warfare authorities, who studied 
the problem of Canal Zone defense in 1947, considered that arguments as to 
relative vulnerability of types of construction are entirely without point and that 
the sea-level project would, in effect, constitute a Maginot line.” This view has 
been greatly strengthened by the later development of the hydrogen bomb, which 
is measured in mega-tons of T. N. T. equivalent as compared to kilo-tons for the 
atomic bomb. 

In the course of extensive discussions of the sea-level project recommenda- 
tion,” congressional and administrative leaders often stressed the point that 
this project, if justified primarily for “national defense,” would divert both funds 
and resources from projects and programs in the United States that are far more 
essential to national security. The combined effects of the defense clarifications 
have been toward eliminating the concept of inherent resistance to attack as the 
governing consideration in planning at Panama. Thus, it appears that the only 
justifiable security design feature is adequate protection against sabotage, 
which is chiefly an administrative function. 

Eventually, a group of engineers and others associated in building the Panama 
Canal submitted their views in a memorandum to the Congress. This memorial 
challenged the official cost estimates in the 1947 report, charging that the sea- 
level project would cost several times its initial estimate—$2,483 million—and 
that the third locks project adapted to the principles of the terminal lake pro- 
posal (widening Culebra Cut excepted) can be accomplished at relatively low 
cost as compared to that of the sea-level project—estimated as under $600 million. 

The statement also criticized the 1953 program for repair and alteration of 
present lock structures as makeshift in character and without sufficient merit, 
pointing out that it will delay the fundamental and long-overdue solution of the 
problems involved. It stated that the Governor's recommendation of none but 
the sea-level project for major increase of canal facilities served to exclude what 
may be the best solution when evaluated from all angles. 

Included in an address to the House by Representative Eugene J. Keogh of 
New York” this memorandum was promptly recognized by the engineering 
profession.” 

Strong appeals for the creation of a wholly American, independent, broadly 
based, predominantly civilian, strictly nonpartisan and objective Interoceanic 
Canals Commission, composed of able men who may not be dominated or unduly 
influenced by Federal executive agencies, have been made by responsible con 
gressional leaders as the best means for developing a wisely reasoned Isthmian 
Canal policy.” 

tradley, What of the Panama Canal?, op. cit., p. A2451 

% Hon. Thomas E. Martin, An Interoceanic Canals Commission, the Best Solution of 
Panama Canal Problem, Congressional Record, vol. 97, pt. 14 (July 18, 1951), p. A4481 

™ Hon. Clark W. Thompson, Isthmian Canal Policy of the United States—Bibliographica! 
List, Congressional Record, vol. 95, pt. 16 (Aug. 25, 1949), p. A5580 and subsequent 
statements of distinguished Members of Congress. 

Panama Canal Construction Engineers Favor Interoceanic Canals Commission, Con- 
gressional Record, vol. 100, No. 79 (Apr. 29, 1954), p. 5491, 

71 Panama Canal Problem, Civil Engineering, vol. 24 (July 1954). p. 460. 
2H. R. 8457 and H. R. 8458, 82d Cong., H. R. 1048, 83d Cong., and S. 766 and H. R 


35, 84th Cong. 
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The consequences of prolonged arguments, in and out of the Congress, have 
been toward restoration of economic thinking and an increased appreciation of 
fundamental planning concepts so well expressed during the 1905-6 “battle 
of the levels” by Gen. Henry L. Abbott, the great student of the Chagres, member 
of the Comité Technique of the French Panama Canal Co. and the international 
Board of Consulting Engineers, and an advocate of the high-level type. His 
words were: “The true criterion is ease and safety of transit, and * * * this 
test leaves no doubt as to which type of canal should be preferred at Panama.” 
This standards, both obvious and simple, is as true today as it was when written 
in 1905. Moreover, it is applicable in evaluating not only canal proposals at 
Panama but also those at other locations. 


DIPLOMATIC IMPLICATIONS 


The juridical basis for the Canal Zone rests with the Hay-Bunau-Varilla 
Treaty, which authorized a zone 10 miles wide extending 5 miles on each side 
of the center line of the canal. After extended diplomatic discussions, the 
boundaries of the Canal Zone were later fixed in the Price-Lefevre Boundary 
Convention of September 2, 1914. 

An examination of the general plan of the proposed sea-level project discloses 
a number of features not covered by current international agreements. Among 
these are: a new main channel alinement substantially removed from the exist 
ing channel from which Canal Zone boundaries are measured: flooding of addi 
tional territory in the Republic of Panama in the Chagres River Valley down 
stream from Madden Dam (Alhajuela); diverting the Chagres River from its 
present path west of Limon Bay to a new path east of the bay that crosses a 
Panamanian highway; and draining the central portion of Gatun Lake. The 
last feature would disrupt present navigation channels to Panamanian settle- 
ments on the lake and uncover large and forbidding swamp areas with resulting 
health and sanitation consequences. 

These aspects of the sea-level undertaking would undoubtedly bring a demand 
from the Republic of Panama for a new treaty covering the specific conditions 
for its construction. What concessions such a treaty would cost cannot be 
predicted. But, based upon previous experience in such diplomatic negotiations, 
these costs would be far greater than earlier ones, inevitably adding to the 
total estimate and increasing tolls. 

Furthermore, such negotiations would be fraught with considerable un- 
certainty in the relations of the United States with Panama and other nations 
of Latin America, not to mention threats to the security of the enterprise 
through the process of its internationalization, for which there have been 
persistent demands. 

In contrast, the Terminal Lake third locks plan, being merely an enlargement 
of the existing facilities * that does not call for additional land or waters or 
authority, will not require a new canal treaty. This, it must be obvious, is a 
truly paramount consideration. 

The construction of a canal at another location would introduce an entirely 
new diplomatic situation, which would be just as complicated as that at 
Panama, 

The salient elements of this situation, however, are: that the 1947 report 
does not present these significant diplomatic involvements; that the need for 
negotiating a new treaty with Panama to cover the sea-level project was not 
submitted to the Congress: and that the Congress has not authorized such 
negotiation as was done in the Spooner Act of 1902 for the original construction 
of the Panama Canal. 


ISTHMIAN CANAL POLICY MUST BE REDETERMINED 


The evolution of Isthmian Canal policy has been slow. Its principal objectives 
have long been the best type of canal at the best site for the transit of vessels 
of commerce and war of all nations on terms of equality as provided by treaty— 
and at low cost of construction, maintenance, operation, sanitation, and 
protection. 

Often beset by bewildering confusions of ideas, the progress of fundamental 
concepts has, at times, deviated from their logical courses. Yet events have 





Henry L. Abbot, Problems of the Panama Canal (New York: Macmillan Co., 1905), 
oot 
* Hnll-Alfaro Treaty of March 2, 1936, art. IT. 
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thus far conspired to avert irretrievable error. Now, with the main arguments 
clarified, the interoceanic canal problem in its national relationships is coming 
to be better understood and attention is focusing on the true objectives of se- 
curing requisite capacity and operational efficiency. Nevertheless, the evolving 
situation is of such grave concern that it must be protected by ceaseless vigilance 
and fully matured objective judgment. 

The Panama Canal is now entering its fifth decade of operations. Its naviga- 
tional inadequacies have been established. The canal as completed contains 
fundamental errors in operational design centered on the location of the Pedro 
Miguel locks. These can be corrected only by the major reconstruction of the 
Pacific end of the canal as contemplated in the Terminal Lake-third locks 
proposal. 

Commercial traffic through the canal has reached the highest volume in history. 
The Navy has vessels that cannot transit. Issues raised by questions of security 
and national defense have been formally submitted but never accepted. The 
principle of economic operation of the canal has been embodied in law.” Yet, in 
a physical sense, the shipway is still essentially what it was in 1914. Thus, the 
time has come to provide, without further delay, the additional interoceanic 
transit capacity and operational improvements to meet present and future needs. 

The solution of this problem is not. the simple proposition that it may appear. 
Instead, it is a highly complicated one of the greatest national importance, rising 
above purely personal and group considerations. It involves questions of funda- 
mental operational and engineering planning, the decisions on which will affect 
the welfare of the United States and other maritime nations through the in- 
definite future. 

These facts call for a further reassessment of the entire interoceanie canals 
problem ™ based on realities, with a comprehensive restatement of Isthmian Canal 
policy as derived from a reasoned line of action. This is the task that sooner 
or later the Congress and the Nation must meet. 

Mr. Auten. With regard to the discussion of the bill that Mr. 
Thompson and Mr. Martin introduced in the 83d Congress, I had 
intended to take that bill up for hearing in the subcommittee. I would 
have done so except for the fact that time ran out before we finished 
the other matter. It seemed to me at that time it would have served 
a good purpose to have the whole situation aired. I conclude that we 
might have come out with the thought that no commission was neces- 

sary because as the Governor has si aid there is such a volume of reports 
available and the committee itself might have been the commission 
that was intended to give the matter full consideration. I think the 
solution has already been found, but I think a valuable purpose would 
be served in convincing the Members of the Congress if the committee 
had a full hearing on a bill and could determine the question. 

There is one thing I think Mr. Thompson might be interested 
and that is the statement which Governor Seybold made a year ago, 
or less, as I remember it, in answer to a question in our hearings as to 
whether Public Law 841 was operating satisfactorily and ac hieving the 
purpose for which it had been written. I think then the Governor 
said that in his opinion that was true. 

Giovernor Srypo_p. Yes. I can reiterate that statement as of today. 

Mr. Auten. I want to compliment Mr. Thompson on his foresight. 

Another thing stated in those hearings was the opinion of the Gen- 
eral Accounting Office that the progress from the new accounting 
system was satisfactory and would be completed within a reasonable 
time. Do you know if that is still their opinion ? 

Governor Srysoup. Mr. Alien, several references have been made to 
the 1954 report. We have not seen that if it is available. I do not 


> Publie Law 841, SIst Cong... approved September 26, 1950 (64 Stat. 1038). 
Thompson, Interoceanic Canals Problems, Congressional Record, vol. 98, pt. 8 (Jan 
15, 1952), p. A163. 
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know whether that report contains any reference to this m: utter or not. 
Unless it does, it would appear as though the answer is “Yes.” 

The Cuarrman. What has been the final result with regard to an 
additional lock system, the third lock ¢ 

Governor Sryso.tp. There were several plans, Mr. Chairman. 

The CHarrman. I saw in a Navy magazine this month an article on 
the Panama Canal and I saw where some money was being spent on an 
additional lock, or whatever is the term. 

Governor Sersoip. That was a plan known as the third-lock plan. 
It was begun in the late 1930’s and approximately $75 million was 
spent. It was stopped in early 1942 due to the war effort when the 
President directed work be stopped in order to conserve materials for 
the war effort. That plan was about what it is named. It provided 
a third set of locks at locations somewhat distant, but paralleling our 
present locks at Miraflores, Pedro Miguel, and Gatun. 

As I said a few minutes ago, there were other combination plans 
presented of alae lock canals which to some extent were similar to 
the third-lock plan. One is that all three locks on the Pacific side 
would be placed at Miraflores with the idea that it gives some better 
operating conditions. That was rather costly. As ‘for my own per- 
sonal opinion, I feel that is an interim whic h is not the final answer 
and quite costly. That is the reason that I did not present it to the 
committee yesterday. 

The Cuairman. I noted in inquiring about it that it was deter- 
mined after spending $75 million that that was a useless project. 

Governor Srysoitp. Well, I could hardly say that it was useless, 
because it was going to provide locks of a size which would take the 
large ships, the largest carriers, and it would have the locks at dif 
ferent points, so that one burst of the then type of bomb they had 
would not affect the others. It would do that, so that it was not en- 
tirely useless. It was actually sought as a war measure. 

The CHarrman. What was to be the ultimate cost of the completion 
of that project ? 

Governor Srysoip. As to the cost of the completion of the third 
locks, I do not have that in front of me. I will have to get that goes 
for you. 

The CuHarrman. Approximately ? 

Governor SrrBoup. I think, at the time, it was around $300 million. 
I would like to check that for the record, sir. 

(The information is as follows:) 

The estimated cost of the third locks project was $277 million. 


The CuatrMan. So, there has been some difference of opinion as to 
what should be done for the improvement of the canal from time to 
time. 

Governor SryrBoup. Yes, sir; and that, of course, was prior to the 
time of the atom bomb. 

The third locks project was conceived in the late thirties and prior 
to the time of the atom bomb, when they were only thinking of defense 
against oh, possibly the so-called blockbusters, and I think Mr. Thomp- 
son is familar with those. 

Since the atom bomb came in, as I am sure everyone here in the room 
understands, a lock canal is extremely vulnerable. It just does not 
matter where the locks are, whether you put them a few miles apart 








52 PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 


or have two different sets, with this new type of bomb it is extremely 
vulnerable. A a sea-level canal, of course, gives much better protec- 
tion in the at respect. 

The CuairMan. Since we are talking about the canal, do the pilots 
and employees of the canal receive a 25-percent differential 

Governor Srynoip. Not as such, sir. They receive a salary that is 
adjusted to the merchant marine grouping, but that salary is not based 
on a base salary plus 25 percent. It 1s based on the salaries of ships’ 
oflicers of the mere ‘hant marine. 

The Cuairman. They do not come under the classification of em- 
ployees working outside of the United States / 

Governor Srysoip. Well, | am not familiar with that classification 
in its legal sense, 

The Cuamman. What are the statistics regarding the comparative 
life expectancy of pilots as compared with other employees in the 

Canal Zone? 

Governor Seysoip. I would say about the same. 

The Cuamman. Are you sacrificing any operational efficiency in 
your current program of economy in removing tugs from operation 
and removing locking crews ? 

Governor Srynoip, I think that the answer to that question, Mr. 
Chairman, is that we are making great strides in efficiency in the 
operation of the canal, sir. 

The Cuarrman. As to all of these things with respect to the em- 
ployees of the canal there is a way to discuss them with the manage- 
ment of the canal, is there gr d 

Governor SEYBOLD. Yes, si 

The Cramman. Are there ae questions by any of the members of 
the committee ? 

Mr. Auten. Yes, Mr. Chairman. 

The Cuamman. Mr. Allen. 

Mr. Autien. I was going to ask almost that same question that the 
chairman asked, 

In the setup of the Canal Zone there is no official mechanism by 
which the local United States citizens have a part in the canal gov- 
ernment. There is, however, I believe, an informal system in which 
they do have an opportunity to express their own views. 

Governor Srynoup. Yes, sir. By time and usage it has become 
anes vg x0 now because each month I meet or if I am not on the 
zone the Lieutenant Governor or the Acting Governor meets with 
the civic councils elected by the people to represent each group or each 
locality as to their civic problems. 

Likewise each month we meet with the labor groups, unless, by 
mutual agreement there is nothing to discuss, but it comes up every 
month. 

That applies also to the local rate groups. We have civic council 
meetings with them once a month, and we also meet with their labor 
representatives once a month. 

Mr. Auten. As I understand it, in the several communities there is 
some sort of an election of the people with whom you meet ? 

Governor SryBoip. Yes, sir; that is right. 

Mr. ALLEN. So that there is an opportunity monthly for each com- 
munity to express its views or its grievances to its own representative 














is 
ed 
ps’ 
m- 
on 
ive 


he 


in 
on 


he 


the 


by 
OV- 
ich 


me 
the 
ith 
ich 


by 
ry 


icil 
bor 


eis 


m- 
ive 


’ 


PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 53 


who, without arranging a meeting, automatically has one with the 
people in charge of the Canal Zone Government once a month / 

Governor SeysBoip. That is exactly right, sir. 

Mr. Aten. I have one further question, Governor Seybold. 

We had some indication of the fact that we were operating what 
seemed to be like a commercial corporation in the Canal Zone, and 
that that met with some criticism or resistance from the Panama Gov- 
ernment, and there was some thought expressed that instead of having 
the Panama Canal Company there should be a Panama Canal Admin- 
istration or Authority, or that some other wording should be used 
indicating that it was a Government operation and not a commercial 
operation for profit. 

Do you have an opinion as to whether such a change would be 
he Ipful ? 

Governor SeyBoip. Mr. Allen, in my opinion that was just an item 
at that time, and I have heard nothing of that for many months now 
since the negotiation of the treaty started, and in my estimation, and 
I think my true opinion is, that it does not make any difference. I 
do not think it would be any more helpful in any respect than the 
organization we have now. 

Mr. Auten. One further problem we seemed to run into was the 
complaint, or the feeling, on the part of those using the canal, the 
operators of the ships, and particularly American- flag ships, that 
there was no organization or mechanism set up by which they were 
consulted with regard to the operation of the canal ‘similar in any way 
to these organizations of the local residents. Are you now making 
some additional moves to take into the consulting group the operators 
of the shipping companies ? 

Governor SeyBoLp. Well, nothing has been done along that line in 
a formal manner, or a set manner, but I think the Congressman is well 
aware of the fact that our rel: ationship to the shipper has been growing 
closer and closer. We have had a number of very beneficial discus- 
sions with the shipping industry. We have at informal meetings, sort 
of ad hoc affairs, discussed problems with the shipping agents on the 
zone, but we have not set up any specific program, or set up a mecha- 
nism to follow. I am sure that we are familiar with the thoughts 
currently of the shipping groups. I might say that I have invited all 
of the shipping industry here to Washington this week to present a 
presents ation in the same general manner as I am before thin comantttes. 
Feeling as we do, and having in mind that they are the users of the 
canal and that they are our customers we are glad to tell the m what 
we do and how we are doing it. 

Mr. Auten. I would like to say, Mr. Chairman, that the present 
feeling on the part of the industry is much better than it has been 
and I think they feel encouraged by the steps that you have taken. 
Apparently it is the first time any liaison of that sort has been at- 
tempted. I think it is a very commendable development. 

Governor Seybold. We feel it is a very helpful one. 

Mr. Totierson. Mr. Chairman. 

The Cuatrman. Mr. Tollefson. 

Mr. Torierson. General, I was interested in your statement in re- 
sponse to the chairman’s question where you said that you are im- 
proving the efficiency of the canal operation. 
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Now, the fundamental purpose of the canal is to get ships from 
one ocean to the other, is it not ¢ 

Governor Srysoip. That is the mission ; yes, sir. 

Mr. Totuerson. Have those improvements that have been brought 
into being made it possible to get more ships from one ocean to the 
other in recent years / 

Governor Srysoitp. No: I could not say that truthfully. However, 
we have worked out changes in some operational procedures which 
vive us a better usage of our present plant. That is what the Cor- 
poration has been attempting to achieve in these last years we have 
been there, and I think we are quite proud of the record since we 
have done this, and we have done it in a more economical manner. 

Mr. Totierson. In other words, you can say that you can get 
more ships through the canal in a day now than you could 5 years ago? 

Governor SryBoip. No, sir, but we can say this, that we have been 
handling a greater volume of traffic yearly with much less cost. You 
see, the limiting feature is the physical plant itself. You can only 
get so much through the canal for the reasons we have discussed, but 
you can do it efficiently or inefliciently. 

Mr. Totterson. Now, then, I would assume from that that the costs 
of operation today are comparatively less than they were 5 years ago 

yr 10 vears ago ¢ 

Grovernor SryBoip. No; because all costs have risen, but we are doing 
the same job with far less people than we had done it before, so that if 
those people were still on our payrolls the cost would be very much 
more. 

Mr. To.tierson. I asked the question because you made the flat state- 
ment that you had improved the efficiency of operation of the canal. 
I wanted to find out in what respects you had improved its efficiency 
of operation. 

As a matter of fact, in the operation of such a project the problems 
are not only those in connection with the physical operation of the 
canal, but also those in connection with all of the contingents, so to 
speak. You have a great number of problems there that are perhaps 
headaches to you, that are perhaps headaches to this committee and 
headaches to Congress, but they do not have to do directly with the 
physical operation of the canal itself. 

Governor Srysotp. That is entirely correct, because we have to 
make adjustments and we do certain things down there because we are 
operating in a corridor in a foreign country, and we do things that 
vou would not do if you were operating in your own, of course. 

Mr. Totierson. That is all. 

The CHatrMan. Does the differential in the pay of labor between 
American citizens and Panamanians still exist ? 

Governor Srynoip. Yes, sir. Let me state it this way, Mr. Chair- 
man: We feel that for skills that we can obtain locally where there is 
a full, competent labor market available we should pay somewhat 
better than that local labor market pays, at least equal to or better than 
that local labor market pays. 

For the skills that we have to import from the United States, of 
course, we fully expect to pay the wages on the basis of the wages that 


are paid where we recruit. So, that type of approach presents great 
differences. 
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I think that follows, as far as I know—and there may be some labor 
members here—the general philosophy of labor that the United States 
uses. If it uses labor in north Africa, it does not pay Washington 
wages, but it pays the wages for comparable service in north Africa, or 
wherever it is. I think that is the general approach that has been up 
to this time. 

The CuHarrMan. Speaking of efficiency, have the claims against the 
canal been reduced, or have they increased ? 

Governor SeysBoip. You mean our damage claims ¢ 

The Cuarrman. You spoke of increased efficiency in operation. In 
business we rate efficiency on the basis of reducing expense and loss and 
claims, and we credit that to improved efficiency in operation. 

Governor Srysotp. Most of those claims, of course, arise from ship 
instances, and I think the record of the canal and its pilots is exem- 
plary. I think it is very high, and the claims have not been increased 
in proportion to the volume of traffic that has been going through the 
canal. I believe that the pilots are some of the prize people working 
for the United States Government. 

The CHarrMan. Yes. I want to take this opportunity to say that 
last fall I came through the canal, and I was greatly impressed with 
the two men that came aboard the ship as pilots. In general appear 
ance, in intelligence and in manner they greatly impressed me, and if 
they represent the pilots’ association there I want to take this oppor- 
tunity to pay them a compliment. 

Governor Srypoip. | think it is well due them, sir. 

The CrHarrman. Are there any further questions by members of 
the committee ? 

Mr. Davipson. Yes, Mr. Chairman. 

The CnHarrman. Mr. Davidson. 

Mr. Davipson. Governor, what is the population in the Canal Zone / 

Governor Seypoitp. Well, today, less the uniformed personnel which 
[I do not have an idea of, it is close to 40,000. 

Mr. Davinson. How is the Canal Zone Government financially 
maintained ? 

Governor Srysotp. The Canal Zone Government appears before the 
Ap propriations Committee every year and it receives an appropria 
tion with which to operate the Government, and then at the end of 
that fiscal year the net is returned back by the Company, paid by the 
Panama Canal Company back to the Treasury of os United States, 
so that all costs are borne, really, by the Company, or by means of its 
collections. 

Mr. Davipson. There are some businesses in the zone, shopkeepers, 
hotels, and so forth ? 

Governor Sryrnoip. No, sir 

Mr. Daviwson. There are none? 

Governor SryBoup. No, sir. 

Mr. Davivson. Not in Cristobal ? 

Governor Srysotp. No, sir. 

Mr. Davinson. Is there anybody there that has a tax bill in the zone? 

Governor Sryrno.tp. Well, only for Federal income tax. 

Mr. Davinson. Just as employees of the Government would be 
taxed ? 

Governor SeYBoLp. Yes, sir, that is right. 
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Mr. Davinson. But there is no business of any kind in the zone / 

Governor SeyBoip. Well, 1 will have to withdraw that first state- 
ment that I made. I said yesterday that there are ships’ agents and 
oil companies there servicing ships. Those are the businesses in the 
zone carried on by private individuals or corporations to assist the 
transit of ships in operation, but there are no businesses, Mr. Davidson, 
as you and I might think of them, such as clothing stores, drug stores 
and things of that sort. That is prohibited by the treaty. 

The Cuarman. Are there any further questions? 

Mr. Ray. Is the question of tolls coming up in connection with 
another witness ¢ 

The Cuairman. We discussed tolls yesterday, to some extent. If 
there are any questions you would like to ask about them, that is what 
we are here for. What was on your mind? It might not have been 
answered yesterday. 

Mr. Ray. I have had a number of letters from people in California 
suggesting a lowering of the tolls, and I just wondered whether that 
had been covered in the testimony or whether it would be covered. 

The Cyaan. That is kind of like lowering taxes, is it not, 
General? We are all in favor of that proposition. Did you not 
address yourself to that to some extent yesterday / 

Governor SryBoLtp. We did, and there is some information in the 


: 


booklet on that. I think that was covered in general terms in vester- 
day’s meeting; yes, sir. 
Mr. Ray. I will read the record, then. 4 
The Cuatrman. If there is any particular question you would like 
5 3 
to ask, I wish you would do so, Mr. Ray. 
Mr. Ray. I will read the record. 4 


Mr. Auten. I think it was summed up when the Governor said 
that the present tolls are sufficient under the present law and if there 
was to be any change Congress ought to change the law. 

The CHairmMan. You may proceed, sir. 

Governor Srysoip. I think our last comment was to the effect that 
the services, the administrative, accounting, and personnel manage- 
ment to the Canal Zone Government activities are furnished by the 
Company to the government. 

There is only one matter which it is desirable to point up. Evidence 
of the unique and complex situation in the Canal Zone can be readily 
found in any one of the government functions. An illustrative ex- 
ample is in the field of public education where the children of the 
two countries, the United States and Panama with far different back- 
grounds, are each afforded an education in suitable schools for the 
child to prepare himself for the environment where he will spend his 
adult life, thus requiring a two-school system. 

The United States schools afford an education which provides for 
an interchange between accredited schools in the United States: like- 
wise, the Latin American schools for an interchange between the 
Republic of Panama. English and Spanish languages are taught in 
the respective schools. In other words, in the Latin American school, 
which is for the noncitizen employee, of which the great majority are 
actual Panama citizens, all the work is taught in Sp: inish throughout 
with the idea that as we develop the absolute nec essity that that child 
can interchange between the zone and the Republic. 
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We feel, and I am sure that we are right, that this was the require- 
ment that the Republic could ask of the zone, that it teaches citizens 

or its future citizens, the school system of Panama. 

Prior to this time that group had been receiving a quasi-American 
education, and they were entirely lost when they went back to their 
own country, which they did sooner or later. 

The enrollment in the Canal Zone schools is shown on this chart, 
and it carries through from the junior college to kindergarten. 

The chart also shows the sponsorship of the children in the school, 
those of the Armed Forces, the Panama Canal Company, the Canal 
Zone, and tuition students, particularly that is on the United States 
school side there. The sponsorship of the Latin American school en- 
rollment is —— entirely by the Panama Canal Company or the 
Canal Zone Government as the Armed Forces have very few, if any, 
noncitizens living on the Canal Zone. 

We, like everyone else, are experiencing quite an increase in the 
school system. That is something that affects everybody, and that 
has not missed the Canal Zone. It has been growing and you see from 
the table from 1938, from a little over 3,000 to an estimate of around 
7,000 in 1956, and that is in the United States schools only. 

The other enrollment has been reduced due to the reduction of non- 
citizen families living on the Canal Zone which, of course, benefits the 
Republic in a like manner. 

The CuatrMan. That is national defense personnel as well as Canal 
Zone personnel, which has caused the increase in the schools? 

Governor Sryrnoip. Yes, sir. The Armed Forces produce over 50 
percent of the children in all the United States schools. 

The CuarrMaNn. It is not due to the increase in the size of the 
families? 

Governor SeYBoLD. Well, Mr. Chairman, I do not know. 

The Cnatrman. I just wanted to know if you had discovered some 
new water down there. 

Governor SreyBoip. I only know that I have been informed by 
our people who are looking forward to 1956 and 1957 that we can 
expect another 4-percent increase in the schools. 

The following chart shows the annual patient day load on the Canal 
Zone Government hospitals. 

As I am sure the members of the committee are fully aware, the 
Canal Zone Government now operates the hospitals on the Canal Zone, 
the Armed Forces having closed theirs, and we are now carrying their 
hospitals. 

Gorgas and Colon-Coco Solo are the general hospitals. Corozal is 
the hospital for the insane, and the leprosarium is at Palo Seco. 

There has been a general decrease in patient days for these hospitals, 
but the effect of the Armed Forces placing their patients in the main 
hospitals is really being felt in the fiscal years 1955 and 1956, and that 
is the cause for the increase in the average patient load which is shown. 
As to the hospital for the insane and the leprosarium they remain 
about the same load throughout. 

Mr. Byrnes. What happens to the veterans down there? Where 
do they go when they get sick? 

Governor SEYROLD. They go to Gorgas Hospital. 

Mr. Byrnes. To Gorgas Hospital ? 
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Governor Srypoio. Yes; and if they live on the other side they go 
to the other hospital. 

The CHatrmMan. We have an arrangement made with the Veterans’ 
Administration. 

Mr. Garmatz. Mr Chairman. 

The CHatrrmMan. Mr. Garmatz. 

Mr. Garmatz. Is the number of military fluctuating much in norma! 
times ? 

Governor SryBo_p. There was a marked decrease, I think, in their 
numbers about a year or so ago, and, as I understand it, they expect 
another decrease at this time. However, their garrison down there 
remains at a rather constant level. 

I think, for the sake of the record. Mr. Chairman, I would like to 
clarify a statement which may or may not be correctly on the record. 

The Governor is appointed by the President and is confirmed by the 
Senate. I donot know whether that was placed on the record properly 
or not. 


Now, the Panama Canal Company is organized internally along 


the lines of corporate organizations conducting a number of widely 
varying activities. The Panama Canal Company is expected to re- 
cover all costs of operation and maintenance of its facilities, includ- 
ing depreciation, to pay interest to the Treasury on the net direct 
investment of the Government in the Company, and to reimburse the 
Treasury for the annuity payments to the Republic of Panama under 
the convention of 1903 as modified by the treaty of 1936 between the 
two Governments and the net costs of operation of the Canal Zone 
Government including depreciation on fixed assets. 

In connection with the chart on the Company-Government labor 
force, the working force—I guess we better take these in order. Let 
us have that other chart. 

This chart [indicating] is the chart. of the organization of the 
Company, the Board of Directors and the Office of the President re- 
porting to the Board, and then there is the administrative staff. 

Then there are men operating the bureaus below, the most impor- 
tant of which, of course, is the one to which the pointer indicates, the 
Marine Bureau. That is the Bureau which actually operates the 
canal, 

Then there is the Engineering and Construction Bureau, the Supply 
Bureau, the Community Services Bureau, the Transportation and 
Terminals Bureau and the Panama Line, the operating steamship 
company. 

We have tried to concentrate like operations together, and that has 
been proving quite satisfactory in its operational aspects in the last 
2 vears, 

The CHAmMAN. Governor, in connection with transportation, are 
you later going to come to the subject of the abandonment of the 
railroad ? 

Governor SryBoip. We have that on this chart; yes, sir. 

The CHairman. Are you going to discuss that now ? 

(rovernor SEyBoLD. I can turn to it, but we will reach it later, Mr. 
Chairman. 

The CHatrman. You will come to it later, will you ? 

Governor SEYBOLD. Yes, sir. 

The Cuarrman,. All right. 
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Governor Srynoip. This [indicating] is just a chart showing the 
dredging operations which are sizable, and are continued throughout 
to maintain the channels of the canal. 

They vary to some extent, but they have rather leveled off in the 
past few years to rather clear maintenance in the category of rock 
and earth movement. The table shows that we move around 6 mil- 
lion yards of material every year, and we continually work away at 
betterment of the channel throughout the cut. 

Mr. Auten. Mr. Chairman. 

The CHatrman. Mr. Allen. 

Mr. AtiEN. Governor, in the construction of the third locks there 
was a considerable amount of excavation ? 

Governor SeyBoip. Yes, sir. 

Mr. Atuen. I am wondering if there was any deterioration in the 
bottom of those excavations that might result in damage or lowering 
the water. Do you have any information on that, Governor? 

Governor Srysoip. We have observed that, and we have checked 
on that, but we have not observed any deterioration in the block or 
dam that was left. 

Mr. Auten. Thank you. 

Governor Srysotp. This [indicating] is another chart showing the 
requirements on the zone and Canal Company for electric power pro- 
duced by the Company. 

The users of that power are the canal, the Armed Forces, the popu- 
lation, and the Canal Zone Government, and at times we supplement 
Panama’s supply. 

You will notice the sharp increase from 1941 to 1946, and then, 
strangely enough, no recovery. During that time the zone was hav 
ing quite a bit of war construction requiring power, but there are now 
established by the Armed Forces some new facilities and they are 
utilizing practically our entire capacity. 

We have very little leeway at the moment, and it is maintained at 
this high rate, the usage by the canal and by the canal personnel has 
remained about the same from the early years. 

[ think the committee is familiar with our changing the type of 
current. We had that old 25-cycle current, and it became such a prob 
lem to obtain new equipment, as it all had to be specially, built. that 
we are now in the process of converting the entire zone from the basic 
generating units to the 60-cycle that is universal in the Government. 

Mr. Totzerson. Could I ask a question at this point, Mr. Chair 
man ¢ 

The Cuamman. Yes, Mr. Tollefson. 

Mr. Totterson. Are those figures there the total costs ? 

(rovernor Sryeorip. These are millions of kilowatt-hours. 

_ Mr. Touterson. No; do those figures represent the cost of the facil- 
ities ¢ 

Governor SryBotp. No; those figures are in kilowatt-hours. 

Mr. Totierson. Thank you. 

Mr. Aten. Governor, when will the changeover be completed ? 

Governor SeyrBotp. In about 3 or 4 years. This year we have 
awarded contracts for the main hydrogenerators at Gatun and Madden 
and to begin the conversion. 

\s we suggested yesterday it is the amount of water that is avail- 
able that makes possible the lock and canal at Panama. 
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This chart, which is rather interesting, is to show that the lockages 
use a certain amount of water, only 34 percent of the total, and that 
Gatun hydropower uses 42 percent, and by shutting it down, of 
course, we have more water for lockages if and when we need it. 

The municipal water users are very small, and then we are forced 
to lose about 22 percent over the spillway at Gatun. That is a loss, 
and we cannot retain it because we have not the storage facilities 
available for that purpose. Fortunately we normally do not need 
it, and only once every other year or so do we have to utilize our 
secondary power fac ilities at Gatun. 

This is just another chart showing the amount of filtered water 
consumption. Really it is filtered water which is produced. It is 
used by ships, by the Republic of Panama and locally by the Canal 
Zone, including the Armed Forces. The Canal Zone furnishes munic- 
ipal water to the city of Colon and Panama City. 

As you would expect their usage is increasing, and ours is rather 
decreasing due to some loss in population on the zone. This is one of 
the services which we do render the Republic. 

We have again here a chart on housing. 

If the members of the committee feel that we have discussed hous- 
ing and that we appear to be taking an inordinate amount of time on 
this orientation program, please note that that is because it has been 
the subject of much discussion. 

We had yesterday pictures and slides showing the range of Gov- 
ernment employee housing for all employees. Our housing began with 
the leftovers we had with wooden sc reening. 

That housing which is called leftover housing is more amply termed 
shelter but not housing. Now, at this time we are completing our 
housing commitments. 

We will toward the end of this year, that is December of the calendar 
year 1955, have completed the replacement of practically all of our 
1914 housing, having only about seven-tenths of 1 percent left. 

For the benefit of the committee in the booklet we have housing 
shown in the pictures of the type 339, and then the masonry qui arters 
shown on Empire Street. 

Now, the first unit rents for about $87 a month, and the second for 
about $75 a month. 

The chart shown here is the effect of the 5-year housing replacement 
program, and it shows the decreasing number of apartments or housing 
units operated by the company. 

The operation of housing units, of course, is a necessary evil, and we 
are attempting to reduce it because it is always a drain on us. 

In 1951 we operated about 7,400 units. That has been reduced at 
the present time to approximately 4,850 units, increasing the number of 
new units, and decreasing the number of temporary units which we 
hope in time to replace entirely or dispose of, and our ultimate pro- 
gram is to maintain about 2,200 units for the American citizen per- 
sonnel and possibly 1,700 to 1,760 for the local rate personnel. 

They have been more and more living in Panama and coming to 
work every day rather than living inthe zone. This program, I think, 
is paying in the fact that the C ompany has less problems in servicing 
people of Panama who are actually living in their own country. 

Mr. Garmatz, Mr. Chairman. 

The Cuairman. Mr. Garmatz. 
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Mr. Garmarz. You named the prices on those apartments, but is 
there not an extra fee for electricity ? 

Governor Srysoip. Yes, for power only. They get garbage dis- 
posal and water. 

Mr. Garmatz. They pay so much a month for electricity ? 

Governor Seysoup. Yes, it is addition to the rent that they pay, but 
the other services are furnished with the rent. 

Mr. Garmatz. What would you say the electric bill would be? 

Governor Srygsotp. I donot know. It isnot very much. The Comp- 
troller, who knows, says it is about 6 or 8 dollars a month. 

Mr. Garmatz. Is there not an extra charge for a Frigidaire too, or 
do they buy them ¢ 

Governor Seysoitp. They purchase those. 

Mr. Garmatz. They buy those outright? 

Governor Srysoup. Yes, sir. That would be another great bene- 
ficial result of the 60-cycle current because we would not have to leave 
our household appliances up here in storage. 

The next chart is just some statistics on the Panama Canal Company 
steamship line, the three ships we operate, and it shows passengers 
and the revenue tons of freight carried. 

That revenue tons of freight carried, of course, includes the Com- 
pany, the Government and Armed Forces and all of the cargo carried, 
for all cargo carried whether it is carried for an activity within the 
Company or outside. 

The number of passengers carried has fairly well leveled off in these 
last few years. Likewise, there has not been too great a variation in 
the total cargo carried by the line. 

The large amount of cargo carried in 1948 and 1949, I suppose, was 
bp wt of the housing, and some of the economic conditions in Panama, 
I think, caused that rather large amount, but it has leveled off : 

around 190,000 tons a year. 

The cargo carried for the Company Government represents about 
46,000 revenue tons, or about 22 percent of the total, and for the 
employees of the Company Government about 10 percent, for other 
Giovernment agencies 6 percent, and commercial, meaning mostly of 
the Republic, 64 percent. 

The CHatrman. Do you supply the Republic of Panama with flag- 
ship operations ? 

Governor SryBotp. No, not as such; it is a commercial ship. 

The CHatmrman. But 64 percent of your fleet operation is for the 

Republic of Panama. 

Governor Sryspoitp. For commercial; it mostly goes into the Re- 
public. 

The CHatrman. That only leaves 36 percent of it for actual opera- 
tion of the Panama Canal. 

Governor Srysoip. I want to make one correction there, Mr. Chair- 
man. It is about 60.4 percent commercial. 

The CHatrMAN. You, competitively operate for private account 
more than you operate for the benefit of the Panama Canal. 

(governor Sernoip. The matter of competitive operation there. sir, 

is one thing. We do compete with a good number of foreign flags. 
Also, of course, United Fruit and Grace Lines come in, but they are 
mainly interested in other cargoes. 
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The CuHatrman. No, there are several lines that transit the Panama 
Canal from the Atlantic coast to the Pacific coast that could well haul 
your freight. Do you, in your Comptroller’s statement, show what 
the loss of this fleet is? 

Governor SryrBotp. We had a loss record in the fiscal year 1953 
with a net in 1952 and 1954. The operation of the fleet, of course, 
is a great saving to the Company. 

The Cuamman. How do you explain that? 

Governor Srysoip. If we had to pay the costs on the freight of 
the Company on a commercial operation, our cost of operation would — 
go up quite a bit because, you see, we get the benefit of commercial 
operation applied to the Company which reduces our own cost. 

The CHarrman. But we are having to subsidize American flag ves- 
sels which are operated by private citizens right through your area. 

Governor Srynoup. I know that the chairman is far more familiar 
than I with that matter, but it was my understanding, Mr. Chair- 
man, that there were none subsidized on the Panama run. 

The CHarrmaAn. There is no subsidized operation going through 
the Panama Canal? 

Governor Srysotp. I am not sure of that, but I mean from United 
States ports to Panama and back. 

The CHairmMan. From New York to Panama and going into the 
Pacific. We have two or three such lines. 

Mr. Atten. The American President Lines is not subsidized for 
“argo Moving intercoastal. 

The Cuairman. It would be for cargo moving to the Republic of 
Panama—— 

Governor Sryso_p. We draw no subsidies of any sort for the opera- 
tion of this line. 

The CHarrMan. Is the reason why the operating lines do not com- 
plain about it because this operation helps to hold the tolls down in 
the canal? 

Governor Srysoup. I cannot answer that, Mr. Chairman. 

The CHarrman. We are studying the merchant marine at the pres- 
ent time. 

Governor Sryso.D. I understand. 

The CHatrman. And all of these things are a segment of the cost 
of the merchant marine. 

Governor Srysoip. The problem, of course, that we are faced with 
is an assurance of operation. We find that we can save with personnel 
in view of the difficulty in obtaining regular passenger space outside 
of our own line, for example, to gulf ports and things of that sort. 
There is not any assurance of space at all, you just cannot get it. 
Most of these lines, of course, in the summertime haul their own people 
like United Fruit and the Grace Line. 

The Cuairman. You say, then, that the primary reason for the 
maintenance of this fleet of yours is for passenger service ? 


Governor Srysoip. No, sir. It is because we must have an assured 
line of supply to the zone. 


The CuatrmMan. Are there any questions ? 
Mr. AtueNn. Governor, have you made any studies concerning the 


movement of passengers by air, either by contract carrier or by regu- 
larly scheduled airlines? 
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Governor Srynotp. We have studied the question quite thoroughly, 
Mr. Allen, particularly since the matter of free-leave transportation 
was enacted by the Congress last year, and we have some difficulty 
that I am sure you are familiar with. 

The average ‘shipowner « ‘annot peg the cost of hauling a passenger 
when he is operating a cargo-passenger line. 

If you compare the t ariff rates of air, particularly with tourists and 
the other benefits of family travel on Monday, Tuesday, and Wednes- 
day against the tariff rate of the Panama Line, or any steamship line, 
of course the advantage all goes to air by a considerable bit. 

If we take the philosophy that we should only charge the out-of- 
pocket costs, for example, to a passenger traveling the Panama Line, 
because the ship is primarily for freight service, then, of course, it is 
highly a to utilize the Panama Line for that movement to 
New York, and then balance the cost out of New York to other por- 
tions of the country, so that it again develops an X, and that X in 
the equation is what charges do you allocate to the passenger on a 
freight and passenger ship. 

Mr. ALLEN. Personally, from what little I know about it, I never 
could see where there was not some loss in the operation of ships that 
had to be covered by costs that did not appear. It seemed to me that 
they did not turn around as fast as some of the other operators and 
that the number of ships going down on regular runs that were 
passing there would give a regul: arity of service that would succeed 
your present service if it were once established that the service should 
be carried by private operators. 

Furthermore, I cannot see why some of those persons who are going 
to other places than New York would go to New York first and then 
go wherever they wanted to go by air when transportation by air 
would take them where they “wanted to go without going to New 
York first, and then starting across the country to their destination. 

Governor Sryzoup. The problem is somewhat because of the techni- 
cal requirement on accounting cost. You can develop that under cer- 
tain circumstances, but the actual cost to the Company in the ship is 
there. 

I think the Appropriations Committee of this Congress here when 
you set up for our additional requirements for this fiscal year and had 
to employ leave travel, felt that the proper approach was that we 
should charge the employee a reduced rate due to the fact that the 
ship was going anyway, and his out-of-pocket expense and so forth 
would have to be paid i in this manner, to take advantage of the fact 
of its own operations. It is very difficult to come out with any 
specific philosophy which you can clearly set up as right or wrong. T 
think in this manner it is true that we should utilize such means, and I 
think that there is a saving, but I cannot say how much when we ara 
confronted with questions like this, as to whether you should go from 
here to here. 

Mr. ALLEN. It seems to me, as I remember, the fare is $140 for one- 
way or round trip, or some amount of that nature, that $80 is paid 
by ‘the Panama Canal Company and the employee pays the balance 
of it. 

Governor Sryrsotp. We have raised the rate credited to the steam- 
ship line to $160 and that the activity of the Company is debited with 
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$120. That was based on a study, I think, by the General Account- 
ing Office who felt that our other allocation of $120 was far too low. 
I think they developed a cost of $171 for a passenger. 

Mr. Auten. The actual revenue that you get in from the passenger 
is that $60, or whatever it is that he actually pays. The other part 
comes out of the operation somewhere along the line ? 

Governor Srrsoup. It is charged back to the activity to which the 
employee is assigned. 

Mr. Auien. If that employee works on the canal proper it gets 
back into the tolls that the other companies figure they pay ? 

Governor Seypoitp. Of course, under this new law it will do that 
inevitably, in any event. Those costs of the free travel will finally 
revert back to the Company and be charged to the canal in some way. 

The Cuarrman. One of your ships has discontinued carrying pas- 
sengers ¢ 

Governor Seyrsoip. Yes, sir; I was going to mention that. This 
week's sailing of the Panama will carry no passengers and the Board 
has decided to operate 2 ships as passenger-carrying and 1 ship just 
as a freighter. 

The CuarrMan. Will you explain that a little? We were just talk- 
ing about passengers. It is evident now that the passenger is not 
necessary. 

Governor SryBoL_p. We can carry on the two ships all the passengers 
that the Company Government needs, and we can reduce our costs 
by not operating that one ship as a passenger carrying ship. 

The Cuarman. What is the average number of passengers carried, 
and what is the capacity of the ship? 

Governor SryBotp. Well, the actual capacity of the ship, theoretical- 
ly, is about 210 or 212 passengers, but due to the way the staterooms are 
built, and so forth, 185 is about all that a ship will carry, due to the 
fact that a family ‘does not fill all of the Yee 8 or something of that 
sort. ‘The number of passengers we carry per year—— 

The CuatrmMan. The average number per sailing, I mean. 

Governor Srrpoip. Well, that varies. Last year we carried a total 
of 12,260 passengers and, of course, the number per ship varies. In 
the summertime they are crowded to capacity from May through Sep- 

tember. That is when our employees are traveling on their vacations, 
and most of these school children, and so forth, come in the summer- 
time. 

The other heavy traffic is experienced shortly after the tourist season 
comes on, and then there is a rather dormant period in between in 
which the ships are carrying 80 or 90 people per voyage. 

Mr. Garmatz. Mr. Chairman. 

The Cuatrman. Mr. Garmatz. 

Mr. Garmarz. Speaking about passengers going to New York, I 
think your figures show that the majority of your employees actually 
are from New York, Pennsylvania, and New Jersey, that the greater 
percentage of your employees come from those States. 

Governor Srynoup. Yes, sir; a great percentage of our employees 
come from the area tributary to New York. That is where we actually 
recruit our needs. We have a very few in the Middle West and a very 
few in the Western States. 

The Cuatrman. You may proceed. 
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Governor Srysotp. The next chart shows the results of operation 
of the Panama Railroad line from 1942 to 1954 with the number of 
passengers, and it also shows the freight carried. 

I do not know whether that is a little dramatic to show the train 
rolling downhill in that manner or not, but that, of course, is the 
experience of our railroad line. 

May I say that there is another influencing factor which is coming 
in, which I think I mentioned yesterday to the committee, Mr. Chair- 
man: That under the terms of the recent agreement or treaty with the 
Republic of Panama we are losing our terminals in Colon and in 
Panama City which will affect the line, and I am sure that the traffic 
and passengers will be greatly reduced. 

‘The passenger traffic shown here in this table is largely a great per- 
centage of Panamanian nationals moving across the isthmus. 

Likewise, there have been developments of new and improved opera- 
tions in Panama of trucking their own materials, so we have lost 
ereatly in the cargo carrying. 

We have made a full study of the costs of operation only by truck 
ing and by rail, and we find that the operation costs are muc +h lower, 
vreatly in favor of the trucking operation there because the haul is 
short and the loss in handling back and forth, 

Of course, it is more flexible, and I think the trucking operation is 
one in which all groups find advantages when we have the conditions 
of a short haul and no great bulk movements of any one particular 
product, but a combination of freight in all varieties. 

The rolling stock of the railroad is in, may I say, worse than poor 
condition, and it would require large sums to replace it. 

The only modern equipment we have is the locomotives. They are 
diesel locomotives which have been procured in recent years. 

Strange as it may seem, the passenger cars still utilize coal-oil- 
burning lights, so the date of the equipment is rather old. 

It has been repaired by our shops and kept on a safe operating 
basis, but it is far from being modern. We have 50 modern freight 
cars. ° 

For the benefit of the committee, I think you must know that the 
gage of the railroad is a 5-foot gage instead of the standard in the 
United States. 

Mr. Gaamatz. Mr. Chairman, may I ask a question 7 

The Cuarrman. Mr. Garmatz. 

Mr. Garmatz. How about the terminals and the property we had? 
Can you enlighten me a little on the terminals and why we disposed 
of them / 

Governor SeyBotp. Of course, you understand, sir, that the Panama 
Canal Company had no real hand in negotiating this treaty. 

That commitment was made much earlier in 1942, I think by the 
then President that the terminal in Panama, that large railroad station 
that we saw on the screen, and the trackage would revert to Panama 
in accordance with the agreement, and that they, in turn, would fur- 
nish a new site for the railroad terminal. The reason is quite obvious 
to those who know the layout of Panama City. 

The terminal and its tracks just went right into the business district 
and prevent access to and movement across the town. It was all right 
in the days when Panama was a little village, but it has grown now 
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to be a big town, and it should be moved. That commitment was 
made at that time, but the new commitment is such that we give up 
these terminals. It does not say we give up the ground and the 
land, but it says we stop operating in those terminals at Colon and 
Panaina. 

Mr. Garmatz. Are you eventually going to do away with the train 
servive altogether ¢ 

Governor SEYBOLD. Yes. 

Mr. Garmatz. Uncle Sam, or the Navy, just put in a long spur there 
about halfway between the two cities. 

Governor Sryzoxp. Yes; they built a spur, I think, into an ammu- 
nition dump or some facility there. 

Mr. Garmatz. That was just finished recently ¢ 

Governor Srysoip. About a year ago, yes. 

Mr. Garmatz. That will be put out of commission, then ? 

Governor SEYBOLD. Yes. 

Mr. Garmatz. And whatever they move will have to go by truck 
over the proposed new highway; is that right ? 

Governor SeyBoLD. Well we strongly advocate, Mr. Congressman, a 
land route within the zone under the control of the American authori- 
ties, although we do have operational rights to the present Trans- 
Isthmian Highway. 

Mr. Garmatz. It will be entirely in the American zone ? 

Governor SeyrBoitp. Yes, sir, we strongly advocate the construction 
of a highway within the zone, and the logical way of building it, of 
course, would be on the right-of-way of the railroad. 

Mr. Garmatz. And we will continue to maintain that road; is that 

right ? 

‘Governor Sernop. Yes, sir. 

Mr. Garmatz. Who will run the trucks over that, the Panamanian 
enterprises ? 

Governor Sryroip. Of course we maintain the present Trans-Isth- 
mian Highway. I say that, meaning the Armed Forces, for benefits 
received in other mannefs. I think for that they maintain the right 
to use the roads in the Republic at times of maneuvers, and so forth, 
and the Panama Canal Company does the work on the present Trans- 
Isthmian Highway charging the cost of the Armed Forces. We have 
taken that matter into consideration, the cost of construction in the 
retirement of the funds, and we think that we will find that the 
trucking operations, that those charges are much less than the opera- 
tion of the railroad, particularly with these extremently heavy costs 
that we would have to go into for the procurement of new equipment. 

Mr. Garmatz. The only use we would have for the road would be 
the use by the military. The private enterprises between there and 
the Atlantic and the Pacific would be operated by privately owned 
trucking companies ? 

Governor Seyrsoip. The treaty gives to the United States the right 
to prohibit Panamanian traffic from the proposed new highway. 

Mr. Garmatz. How many employees are there on the Railroad now? 

Governor Srysoip. As I remember it there are around 90 United 
States rate employees, and probably several hundred local rate 
employees. 

Mr. Garmatz. What happens to those employees when you cease 
operation of the Railroad; will they just be let out entirely ? 
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Governor Sryrsoitp. Well, some of them could retire. We have 
found that in most instances when we have a problem of employment 
of that sort that we can find other employment suitable for the 
displaced persons. That is not 100 percent by any means, but we 
have been finding work for most of them. 

The Cuatrman. Are there any questions? 

Mr. Auten. Does the Republic of Panama have any docks to which 
a Seagoing vessel can go ? 

Governor SrysBoip. No, sir. 

Mr. Auten. None within the country ? 

Governor SryBoip. No, sir. 

Mr. Auuien. And anything that comes in will have to come over 
the docks of the Panama Canal Company and taken from there? 

Governor Seysoip. That has been the case since 1940. 

Mr. Byrne. How many of the skilled help have left the zone in 
the last year? 

Governor SrysBoip. I cannot tell you the exact numbers, Mr. Byrne. 
I will say that our voluntary rate of change is very low, and also the 
involuntary rate has been low. It is less than 10 percent per year. 
There was a rise in the increase of those leaving at one time when 
the rental question came up, but we now have an extremely low rate 
of change. 

Mr. Byrne. With regard to this help that you speak about that 
comes in from Panama and is employed on the zone, do they have 
the same protection under civil service as the American people ? 

Governor SryBotp. Not at the moment. 

Mr. Byrne. Say a citizen of Guatemala or Nicaragua comes in 
and becomes a citizen of Panama and later secures a position with 
the Canal Zone, are those people screened by authorities? 

(sovernor SEYBOLD. Yes. 

Mr. Byrne. For security reasons ? 

Governor Sernoip. We have been screening our help rather care- 
fully. The case that you speak i.) is very, very rare. The employee 
who is not a citizen of Panama, or not a citizen of the United States, 
can be described as a leftover enc construction days. He is a West 
Indian or a Jamaican. As time goes on their numbers are being 
reduced. The number of other aliens we have due to our agreements 
are practically nil. 

Mr. Byrne. Then say a family man takes a job with the Canal 
Zone. This man is a Panamanian or a Jamaican, and he dies and 
leaves a wife. Who is responsible for that family? What happens 
to her ? 

Governor Srypoitp. I do not know. We look upon it as though 
that individual has a relationship with his own country. For ex- 
ample, if someone dies who is an employee of an organization in 
Washington, that organization does not take upon itself the responsi- 
bility of seeing that the family gets along ordinarily. It is a rela- 
tionship of ¢ itizenship r: ather ths an : employeeship. 

The treaty has in mind giving the alien, or the noncitizen em- 
ployee, civil-service retirement. That comes before your Congress, 
we feel. We feel that our responsibility to the Panamanian citizen 
is that of an employer to an employee, and that the Republic of 
Panama should assume, and must at some time, and the sooner the 
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better, responsibilities that are normally those of a sovereign nation 
to its citizens. 

Mr. Garmatz. I have a question. When we were down there last 
year, and I think we were talking in your office, airplanes were flying 
very close to the schoolchildren. I think that is very important. I 
forget the number of children involved in the three schools. 

Governor SryBo.p. They are the schools that are right in the pro- 
longation of the landing field. 

Mr. Garmarz. Is there anything that can be done about that? 
Has there been anything done? Do you have any suggestion ? 
Governor Srysoxp. I can tell you what has been done. I wrote 
a letter to the Department of Defense explaining the matter, show- 
ing the area. I received recently a letter from the Department of 
Defense stating that due to the cost of transferring operational 
personnel, and so forth, they could not do that, but that they would 
utilize the flight strip to the maximum in taking off so that the ships 
would not fly over the schools at any time. They have the oper- 
ational problem of moving into the wind and so forth. I just 
received the letter in the last few weeks, and that is where the matter 
rests. 

Mr. Garmatz. It is too expensive to move? 

Governor Srypoip. Yes. 

Mr. Garmatz. And the lives of the children do not mean anything? 
Governor Srysoip. I guess they feel that there will never be an 
accident. 

Mr. Garmarz. They take the attitude that we should move the 
schools and leave the airstrips there ? 

The CHarrman. The committee will stand adjourned until 10 
o'clock tomorrow morning. 

(Whereupon, at 12:30 p. m., the committee adjourned to reconvene 
the following day at 10 a. m.) 











STUDY OF THE OPERATIONS OF THE PANAMA CANAL 
COMPANY AND THE CANAL ZONE GOVERNMENT 


THURSDAY, MARCH 31, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON MerCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The committee on Merchant Marine and Fisheries met, pursuant 
to call, at 10 a. m., in room 219, Old House Office Building, Hon. Her- 
bert C. Bonner, chairman of the committee, presiding. 

The CuatrmMan. We will continue the hearings this morning with a 
further report from Governor Seybold. 

Before the Governor starts, I would like to have inserted in the 
record the article which appears in the Naval Institute publication 
for March of this year, and I would like for it to go in at the point at 
which Mr. Thompson’s letter was inserted yesterday. 

(The article referred to will be found on p. 37.) 

The Carman. You may proceed, General. 


STATEMENT OF HON. JOHN S. SEYBOLD, GOVERNOR, PANAMA CANAL 
ZONE, PRESIDENT, PANAMA CANAL COMPANY—Resumed 


Governor Srysoip. Mr. Chairman and members of the committee, 
we begin this morning with a chart exposition on our employees and 
employee force of the Company Government. 

The first chart shows the distribution of the Company Government 
employees as of January 5, by category. 

The local rate employees, that is, the noncitizens—practically all 
citizens of the Republic of Panama—number, or did, at that time, 
about 10,482, representing 71 percent of the total employees. 

The United States rate classified employees, the American citizens, 
numbered 13 percent; the United States citizen wage board and ad- 
ministrative employees, 13 percent, and we had 502 employees of the 
United States located in the continental limits of the United States, 
which represents 3 percent of the total force. 

In other words, 97 percent are in the zone, and about 3 percent here, 
most of the 3 percent being the crews of the ships. 

The next chart indicates the total force and total payroll. This 
chart is somewhat difficult to read, and does not indicate numbers too 
easily, and it is a little bit hard to determine some of the information 
thereon. 

The trend, and there has been a rapid trend in the last few years, 
has been toward a reduction of force. As an example, in 1949 we had 
a total of 21,340 employees, which has been reduced in 1954 to 14,810. 
The reduction has been mainly in the local rate force. 
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In 1949 they numbered 16,560, and today they number 10,950. 

The United States rate has not been reduced anywhere near that 
amount, having 4,780 in 1949 and 3,860 at the end of 1954, on this 
chart. 

The total sum payroll has not followed that particularly because 
of the increase in rates. Whereas, we have had a marked reduction 
in foree, the payroll has not reduced to that extent. The local rate 
payroll is just slightly under what it was in 1949. There we had a 
total payroll for over 16,500 people in the amount of $15.8 million, 
ca today the payroll for a much lesser force, or a force under 11,000, 

$15.2 million, indicating a rise, of course, in the payroll of the loc: ul 

ni personnel. 

The same is true, and even more marked, in the United States rate 
force. In 1949 with a force of 4,780 the payroll was $22.4 million. 
Now, with approximately 1,000 less employees, the payroll has been 
increased to $24.5 million, and this is to the end of 1954. 

It may be interesting to know the average of pay for the Company, 
which includes the heavy weight of local rate indigenous labor, which 
was $1,793 in 1949, and it has increased to $2,685 in 1954. 

The percentage increase in wages for the United States rate, be- 
tween 1949 and 1954, has been somewhat over 35 percent, and the local 
rate, while not increasing in dollars at all, they have increased 45 
percent. This is just the payroll, and does not deduct the added costs 
to the Company, or any of the fringe benefits such as home leave, and 
other benefits which have been eranted recently. This is just the 
payroll itself. 

So, we have, we feel, made marked improvements in our utilization 
of labor, but of course in these postwar days the costs have been in- 
creasing. 

Since the development of the business-type organization under 
Public Law 841, we have had these savings in manpower and dollars 
which have been accomplished, and the overall effectiveness of the 
organization strengthened, by elimination of unnecessary duplication 
of effort, better organization and consolidation of the interrelated 
functions; elimination of unnec essary activities and a greater use of 
machines in place of manpower; the adoption of modern business 
practices. 

The effectiveness of this program is shown in the figures which I 
have just presented to the committee in the reduction of personnel. 
Even though with those rather drastic cuts, which amount to over 
20 percent, we have not been able to maintain our level of cost in the 
direct labor payroll. 

Taking up now the matter of financial policy, which I think is one 
of the most interesting features of the Company, I might suggest, if 
it would not be out of order, that the text of the booklet which was 
presented to all of the members be placed in the record. I think it 
would be helpful for any of those who have followed it. 

In some instances I have followed the text of the booklet, and in 
other cases I have diverged a great bit, but I feel it would be good 
to have the text in the record of the presentation. 

The CHamman. Do you mean the entire booklet ? 

Governor SeyYBoLD. Just the text, sir; the written text. 

The CHamrRMAN. Very well. 

(The text referred to is printed as appendix and begins on p 91; 
charts will be found in committee files.) 
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Mr. Totterson. Mr. Chairman / 

The Cuairnman. Mr. Tollefson. 

Mr. Totierson. Before the Governor leaves the subject of the em- 
ployees, I would like to clear up one point in my own mind: 

It seems to me that there is a civil-service status given the employees 
of the Panama Canal, and another status which is given to the em- 
ployees in other places outside the continental limits of the United 
States, which enables people in the other services to transfer back and 
forth from the offices within the continental United States to those 
in foreign places, but that such a privilege is not available to the Pan- 
ama Canal employees. Is that correct ? 

Governor SryrBoip. I thought that the latter had not been accom- 
plished as yet. It may be. I thought it was in the form of a bill 
hefore the Congress at the moment. 

Mr. Wuirman. In general, I think we have as much transfer ability 
as the other Government agencies, except in the postal service. It is 
my understanding that in the postal service there is some restriction 
on the degree to which employees can transfer back and forth to the 
United States postal service. 

Mr. TotiErson. At the present time there is no ability on the part 
of most of your employees to transfer back and forth ¢ 

Mr. Wuirman. I think that at the present there is ability on their 
part to transfer back and forth. 

Mr. Totierson. The other question which I wanted to ask was with 
regard to income tax: 

As I understand it, in places such as Guam, Puerto Rico and other 
areas where income taxes are levied on American citizens in foreign 
places, that is, in distant places, but not exactly foreign, that the taxes 
collected are sent back to the area in which they are collected, to be 
spent upon the government, and improvements in that locality, but 
that in the Panama Canal Zone, which is the single exception, the in- 
come taxes collected from the employees and sent to the Federal 
Treasury stay there, and there is no return of that money for local 
distribution, and use in the Canal Zone area. 

Is that correct ? 

Governor SEYBOLD. That is correct; yes, sir. 

Mr. Wuirman. I do not think that there is the single exception 
there, however. 

Governor SeyBoLp. There may be other exceptions; we are not sure, 
but it is correct as far as the Canal Zone is concerned, and in the in- 
stances that the Congressman mentioned, I feel sure that in Guam 
and the Virgin Islands that the funds are sent back for use by the 
government in those places. 

Mr. TotieFson. Getting back to the transfer ability, is it true that 
no one can transfer unless the person in charge of the office which 
he goes to has a place open, and accepts him ? 

Governor Srypoip. Well, I think that is true. 

Mr. Toutuerson. There is no right to transfer for someone who 
stays down there 4 or 5 years, but who wishes to come back to the 
States ? 

Governor SEyBoLD. No, sir; they have no right for positions here. 

Mr. To.uerson. Thank you, sir. 

The Cuatrman, That is generally true in all department transfers; 
is it not? 
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Mr. Totierson. I think that is correct, but the point is that the 
conditions down there may be such that it would be most worthwhile 
to have a mandatory right of transfer for a person working in the 
tropics, but which is not so necessary for a person working in one 
part or another part of the United States. 

The Cuairman. You may proceed. 

Governor SryBotD. The reorganization of the canal enterprise in 
1951 necessitated a far- reaching revision in accounting and fiscal 
policies which had been growing up through the years. 

In the fiscal area the reorganization required three major steps: A 
complete overhauling and modernization of the ac counting system in 
order to furnish financial data upon which sound management deci- 
sions could be made; establishment of a sound evaluation for the 
investment of the canal and related facilities, and the establishment 
of economically sound and equitable policies for fixing rates and 
prices for the Company’s many varied services. 

We think that this program has been accomplished in its major 
elements. The evaluation study is, however, not yet completed, and 
the Director of the Bureau of the Budget has not approved the adjust- 
ments. They have had their personnel visit the zone recently, and 
have gone over our general picture, but we have not had the report 
from that special group which has just visited us. 

A tentative net direct investment figure of $377 million represents 
the investment of the United States Government in the Panama 
Canal. This evaluation is the result of computations made in ac- 
cordance with an understanding of the intent of the law, and com- 
plies with policies approved by the Government’s Bureau of the 
Budget. 

The Company introduced proposed legislation in the 2d session of 
the 83d Congress, partly at the request of the Appropriations Com- 
mittees of both Houses. The legislation would authorize the inclu- 
sion of tolls base, and provision for amortization of nondepreciable 
fixed assets of the canal; interest on the Government investment, 
and interest capitalized during the construction period. 

I think we can turn now to what is the Panama Canal dollar, as 
shown on the chart: 

This [indicating] is the 1954 dollar, which shows where it came 
from and where it went. In 1954 the canal dollar is typical of the 
preceding years, and variations would only be a few pennies either 
way. 

Now, it is here determined, after deducting the cost of goods pur- 
chased from the cost of goods sold, that is exe luded from the operating 
revenue. Of the revenue dollar, 58 cents comes from tolls, and an 
additional 14 cents from various services to shipping, which includes 
marine bunkering, harbor terminal services, repairs to facilities, and 
the like. 

Ten cents of the canal dollar comes from employee charges for 
basic services such as housing, sales through commissary stores and 
service centers. 

Services such as transportation and various utilities provide 14 
cents of each income dollar. These services include power, water, 
telephone, the use of railroad facilities, and the Panama Line. 

These services, or the 14 cents, are generally provided to other 
agencies of the United States Government, principally the Armed 
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Forces. They provide the employees—the Republic of Panama—par- 
ticularly water at the two terminal cities, private business and indi- 
viduals using the railroad and steamship lines. 

Miscellaneous revenue brings in the final 3 cents. 

The revenue is derived generally from sales of goods by the store- 
house, use of guesthouse facilities, and so forth. 

Then comes the question of where it went. Direct operating ex- 
penses required 48 cents. These expenses include all labor charges, 
related supplies, and contractual services. General administrative 
expense amounts to 8 cents of each dollar, which consists of general 
expenses not chargeable directly to individual activities suc h as the 
undistributed loc al rate, retirement benefits, recruitment, repatria- 
tion, and the usual administrative and housekeeping costs. 

Fixed charges amount to 38 cents which is included in depreciation, 
interest, net cost of the Canal Zone Government, and the annuity to 
Panama. The 38 cents, we feel—and I think everyone will agree- 
is a Very substantial amount, and it should be noted that it may be 
materially increased in the near future by possible legislation, and 
the effects of the proposed treaty agreed upon by the representatives 
of our two nations. 

The remainder of the dollar, or 6 cents, is used to finance construc- 
tion, and make capital repayments to the treaty. 

Mr. Mitier. Mr. Chairman / 

The CHatrman. Mr. Miller. 

Mr. Mitier. General, the cost to the employees—that is, that part 
of this which is being paid out as the 10 cents for basic services to 
employees—and a good part of that 14 cents, and part of that 3 cents 
also, comes from that soure e; does it not # 

Governor Seynoip. No, sir; that majority of that 14 cents is for the 
Armed Forces in their uses of power and water, and also in that is 
the railroad and the Panama Line. There is some, but the large pro- 
portion of the 14 cents comes from, really, outside the Company, and 
not in relationship— 

Mr. Miriter. Would you say that the employees are making their 
contribution to the maintenance of government in the Canal Zone, 
and that they are fully paying their way according to this? 

Are they not a little more than paying their way ? 

Governor Sryzotp. I think that is very difficult to answer. Of 
course, they pay the cost of housing which is established by the Bureau 
of the Budget, so that there is no loss in our housing to the C ompany 
at all, and they pay all operating expenses, interest, depreciation and 
so on. 

The government of the Canal Zone has some charges which normal 
government such as municipalities or State or county does not have, 
and for that reason we feel that that should be a charge to the 
organization as far as the administration, of course, of the customs 
and items of that sort are concerned. 

o, that is government-performed. Likewise, of course, the gov- 
ernment takes care of the hospitals, and I think as to the item of 
hospitals, no hospital ever pays for itself. The hospitals must be 
subsidized in some way. 

Likewise, in regard to the police force, the police force of the zone 
is not a police force which you would find in any small community 
of its number in the States, because the police force really is an inter- 
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national police force, and our problem children there are mostly 
from our neighbors, rather than from ourselves. 

Perhaps, I can state it in this way, better: 

if the employee is expected to pay his proportionate charge for all 
of those costs, which he feel should not be charged, he does not do it. 

Mr. Mitier. The point which I wanted to get at is that some years 
ago, before the income tax was extended to employees of Panama, 
there developed an undercurrent feeling that the people in Panama 
were getting something of a free ride. However, I have never be- 
lieved that they were not paying proportionately what they would 
pay if they lived in corresponding towns in the United States. I 
think their contributions, directly and indirectly, are about the same 
as others are paying in the States. I would just like to explode 
that old theory that these employees down there are getting a wind- 

fall, and other benefits which are enjoyed by others. 

I am certain that the Government is required to do certain things 
for them, because they are living under conditions which are not 
the same as they are in other parts of the country. 

Governor Srrsoip. If I may interrupt, I think that is the meat of 
this. We look upon the American employee from the standpoint of an 
employee-company relationship. 

Mr. Minter. That is right. 

Governor Srypoip. It has a relationship of a citizen of the Canal 
Zone to the government of the Canal Zone, and if one will accept our 
viewpoint on that, then we feel that that employee is just like and 
somewhat in the same relationship as an employee of United Fruit, 
or someone else outside the United States, and that he should be 
required to pay reasonable prices such as he would pay up here, and 
his wages should be equally adjusted. If he becomes a citizen in 
— and en then you are into an entirely new area and as 

I said for the reasons which I have given that the government of the 
Canal Zone is different from any government, and it is extremely 
difficult to pick out what he might be charged for in the government 
area overseas. 

We feel that the ouly equitable, proper and logical thing to do is to 
consider our employees as employees, rather than as in the phase of 
a citizen. 

Mr. Mirier. Of course, we have had in this country very little expe- 
rience with how large masses of American citizens are maintained by 
: government outside the continental United States until rec ently. 

I do not think the people in the Canal Zone are receiving half the 
break that they are thought to receive compared with Americans em- 
ployed in Germany or in some other occupied countries. It is more 
equitable to compare Canal Zone employees with American citizens 
employed in occupied countries than it is to try and compare them 
with people living within the continental United States. 

ee nor SerBoip. Well, I appreciate your thought on that, because 

are always in the position of trying to insist that people translate 
in nitheie thinking problems to the ¢ ‘anal Zone rather than solving that 
problem in Virginia, for instance. 

Mr. Mitier. That is right. Some years ago, as a member of the 
Post Office Committee, we had to go into some of these things rather 
thoroughly. I was always shocked by the very fact that people 
tried to apply standards here to those who work in the Canal Zone, 
and it just does not add up. 
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Governor Sreysop. Is it very difficult. 

Mr. Totierson. Mr. Chairman. 

The CHaimman. Mr. Tollefson. 

Mr Touiierson. Going back to where the dollar went, I notice that 
14 cents out of every dollar goes for interest. That is interest on the 
cost of construction of the canal, and other facilities; is it not? 

Governor Seyrnoip. That is the interest paid on the Government 
investment ; yes, sir. 

Mr. Totierson. Looking at your chart, the Government investment 
there is what? Is it less than $ 500 million ? 

Governor SeyBoup. $377 million. 

Mr. To.tierson. $377 million ? 

Governor SeEYBOLD. Yes, sir; at the present time. 

Mr. Totterson. Your income is $88 million per year? 

Governor Sersoup. Well, yes. It has been a little less than that, 
sir; around $80 million, I would say. 

Mr. Totierson. Around $80 million ? 

Governor SrrBoup. If you are speaking of 1954, it was about $88 
million. 

Mr. Totierson. That would mean what? Would it mean that 
between $11 million and $12 million were paid in interest alone, per 
year ¢ 

Governor Srysoip. In 1954 it was $8.8 million. 

Mr. Toiierson. $8.8 million ? 

Governor SeYBoLb. Yes, sir. 

Mr. Totierson. I notice another item of 6 cents of the dollar, which 
| goes for capital repayments, and construction. 

You not only pay the interest on the investment, but you are trying 
to pay back the total cost ? 

Governor Srypotp. Yes; we depreciate all of our items. 

Mr. Totiterson. You have a depreciation item of 7 cents. 

Governor Sryrnotp. The Comptroller has corrected that statement 
to state that that is the net income of the year. 

Mr. Tottrrson. What is he talking about ? 

Governor Srrsowp. Mr. Noble, will you explain it? 

Mr. Nortr. That was the excess of the revenue over all ex cpenses, 
including interest, and the Canal Zone Government. In 1954 we were 
in the black by $4,160,000, and that money was used to finance our 
construction program and to return some funds to the Treasury, which 
took place in November of 1954. We returned $10 million to the 
Treasury to reduce the investment of the Government. 

Mr. TotieFson. In addition to reducing it in that manner, I presume 
that in a number of years you have not been able to do that. I mean 
that you did not operate in the black every year. 

Mr. Nostr. We have been operating in the black every year since 
the reogranization, but this is the first year in which the payment was 
made. 

Mr. TouiErson. In addition to those repayments—capital repay- 
ments, as you call them here—you also have a depreciation item and 
that goes to repay the Government investment ; does it not ? 

Mr. Nose. We consider the depreciation money as used to finance 
our construction program. We have had a very heavy construction 
program, and the depreciation funds are used to finance that, but we 
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have been able to do that without any capital appropriation from 
the Congress thus far. 

Mr. To.iterson. The depreciation does not go to repay the Govern- 
ment for its investment there ? 

Mr. Nosie. That is correct; it is plowed back in order to replace 
facilities which are obsolete, and worn out, and we consider that the 
$10 million which was repaid was from the net income of the opera- 
tion for the 3 years 1952, 1953, and 1954. 

Mr. Totierson. Thank you very much. 

Mr. Mittrr. Mr. Chairman. 

The Cuarrman. Mr. Miller. 

Mr. Mitter. About 5 years ago you started a program for the over- 
haul or rehabilitation of the locks. Was that charged against this 
depreciation item ? 

Governor SryBotp. That is included, sir. We financed that from 
our own funds. 

Mr. Mutter. You financed that operation from your own funds from 
this depreciation item ? 

Governor SEYROLD. Yes, sir. 

Mr. Ray. Mr. Chairman. 

The CuatmrMan. Mr. Ray. 

Mr. Ray. That means that this $10 million item was arrived at 
after your charges for depreciation of your payment of interest, and 
that was your margin over and above all of these figures shown here, 
accumulated for a 3-year period ? 

Governor SryBoLp. That is correct. 

This chart shows the income and expense for the years 1952 to 1954, 
with the estimated 1955 and 1956. It breaks the items down into 
the income from the tolls, tolls credit, sales and services to employees, 
miscellaneous services to others, and miscellaneous services to 
shipping. 

At the bottom of the column, the totals are shown in millions for 
these periods of years. 

In 1952 the income was $79.8 million, and the expense was $76.8 
million. In 1953 the income was $86.4 million with an expense of 
Sd82.2 million. 

In 1954 the income was $88 million, and we had $82.8 million in 
expense. 

In these first 5 years of operation, through 1954, the net income 
after all expenses totals $13 million. Of this amount, as the Comp- 
troller has just stated, $10 million capital repayment was made to 
the United States Treasury in November of 1954. 

The projected reductions for operations in 1955 and 1956 are less 
favorable. It may be that we are a bit pessimistic down there, but 
we are foreseeing a falling off of Government traffic which has come 
to pass, and that commercial traffic is inc reasing to take some of that 
load. 

As we stated yesterday, we have estimated the outcome of 1955 
and have estimated a loss showing $300,000 in the chart. Our record 
may be much better than that, and I am rather confident that we will 
probably come out. at least even, or be in the black to the extent of 
several hundred thousand dollars. However, in looking it over, we 
feel we are on good grounds to project a loss for 1956. 
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The CuHatrmMan. What is going to happen to cause you to have a 
loss in 1956? 

Governor Sryrsoip. We have a loss in 1956, but we probably can 
finance that loss ourselves at the moment. If that continues, and the 
trend seems to, we would probably have to ask for an appropriition 
for capital in 1957. 

The CHatrrMan. What is going to cause that loss in 1956? Is the 
shipping decreasing? 

Governor Sryrnoip. Yes, sir; it is definitely caused by the decrease 
in volume, and also, of course, we are having some rather heavy capital 
costs in the conversion of the 1903 electrical system which is now 
underway, and some of the other replacements which are necessary. 

Likewise, of course, our labor costs have been going up considerably 
in the last 2 years. 

The CHairman. Mr. Ray. 

Mr. Ray. I have just one more question about the $10 million. 
If I caught the date properly, payment was made in the latter part 
of 1954? 

Governor SryBoLD. Yes, sir. The calendar year. 

Mr. Ray. The net investment has been reduced ? 

Governor SryBo_p. Reduced by $10 million; that is correct. 

The CHarrman. Mr. Allen. 

Mr. AuLEN. In regard to that $10 million, was it not your custom 
to keep $10 million as an emergency fund / 

Governor Srysoip. This is another $10 million. We have that 
emergency fund still on the books, but this is another $10 million. 

Mr. Atxen. Is that a cash fund or is that a bookkeeping entry on 
the Treasurer’s books ? 

Governor SryBoLp. We think that you can say it is cash. 

Mr. Nosrr. The Treasury Department has it. The United States 
Government has full use of the money, but it is available to us at 
any time on a loan basis. We would have to return it. 

Mr. Auten. Do they use it and you charge the interest into the 
toll base on the money they are using ? 

Mr. Nosre. That $10 million is not in the interest base, Mr. Con- 
gressman. It is a reserve fund that was accumulated by the old 
Panama Railroad out of revenues. At the time the Federal charter 
was set up In 1948 Congress directed that that money be turned back 
into the Treasury, where it would be available without interest when 
required. If that $10 million could be applied against our invest- 
ment we could reduce our interest charge, but we cannot ‘say it is 
actually costing us money because it is not in the investment base. 

Mr. Aten. It is costing you the interest on the amount, by which 
you are not reducing your investment. 

Mr. Noster. That is correct. 

Mr. Atiten. Meanwhile, as a practical matter your investment is 
reduced, because the investor has his $10 million and is using it else- 
where; is that not right? 

Mr. Nosix. That is correct, but we feel that we should have some 
reserve funds for emergencies. For instance, if the Contractor’s 
Hill development had blocked the canal, if there had been a slide and 
the canal had been blocked for a long period of time, our revenues 


61287 d5—_6 











78 PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 


would have immediately ceased. We feel it is the part of good busi- 
ness practice to have a reserve fund such as this available to call upon. 

Mr. Auten. Do you not customarily, between your depreciation 
charges and a withholding of payments to the Treasury, have on hand 

cash that is in excess of, say, $10 million or $15 million awaiting future 
dicabint 

Mr. Nose. Yes, sir; that is correct. We accumulate during the 
year the money we have to pay the Treasury for interest in the Canal 
Zone Government, which is payable annually after the close of the 
year. However, we feel that we should not use those funds for pur- 
poses other than for which they were intended, which is to be repaid to 
the Treasury. 

Mr. Auten. If you had an authorization in the way of permissive 
use, that would cover emergencies, you could use up to $10 million. 
Could you then apply this $10 million for reduction of investment and 
lower the tolls on the interest on $10 million? 

Mr. Noster. I would think we could, if the law would so specify. 

Mr. Auien. If the authorization were for emergency use it would 
cost nobody anything. 

The CuarrmMan. On the other hand suppose you had this catas- 
trophe you speak of and vou did not have authority to use the funds 
that you were accumulating and Congress was not in session. Where 
would you get the money to go ahead and run the canal and take care 
of the functions in the zone? 

Mr. Nosie. That is our concern at present. 

The Cuarrman. That is what this $10 million is for. 

Mr. Nosis. That is correct. 

The CHairman. Asa financial proposition it probably does not look 
good, but as an emergency proposition you would be in a bad fix if 
you did not have it and a catastrophe happened ; is that correct ? 

Mr. Noster. That is correct, Mr. Chairman. 

Mr. Auten. Mr. Chairman, is it not also correct that you have $10 
million in reserve and $16 million on hand awaiting future payments ? 
You actually have $26 million cash with permission to use $10 million. 

Mr. Nosie. That would be true only about the day before we are 
making our interest payment. We are accumulating that fund dur- 
ing the year. By the end of the year we should have on hand the 
interest and Canal Zone Government funds due the Treasury. We 
make that payment shortly after the close of the year, because we 
feel we have no authority to retain those funds for other purposes. 

Mr. Aten. How low does your total fund of depreciation reserve 
and cash accumulated for payment go down to at any low point? 

Mr. Noster. It would depend, of course, on how early in the year we 
make that payment. If we made it very shortly after the close of the 
year, based on our projected fund position at June 30, we would not 
have much more than the $5 million we have to carry in commercial 
banks to meet our day-to-day operating needs. But the day before 
we made the payment of some $20 million we would, of course, have 
the $20 million. After we have paid that we would not have it until 
we had accumulated it during the succeeding year. 

Mr. Auiten. Do you carry all of your accumulated funds in com- 
mercial banks, or do you pay them into the Treasury ? 
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Mr. Nosie. We carry in the commercial banks only the minimum 
needed for our day-to-day requirements. The rest is carried with 
the United States Treasury. 

Mr. ALLEN. Then in effect they do make a bookkeeping entry which 
leaves the money in the general fund any way they please; is that not 
true? 

Mr. Nosir. Actually the Treasury does not, as I understand it, 
fund their full balances that Government agencies carry with them. 
They fund their daily requirements for cash. 

Mr. Auuen. It looks to me as though there is about $800,000 a yea 
of interest charge that is on money that is not available in cash saa 
which is being used by the Government in other places. 

Mr. Nosie. We would be very happy if some arrangement could 
be worked out whereby we would get credit on those funds we have 
to accumulate and hold in reserve. But under the present statutes we 
do not have that authority. 

Mr. Auuen. Thank you. 

Mr. Ray. Are there any other reserve items? This $10 million is 
something like a depreciation reserve, except that it is not in your ac- 
tual possession. 

Mr. Nosie. Yes. You have reference to what is called the $10 
million emergency fund inherited from the old Panama Railroad. 

There are no other cash funds in reserve. At least, by the end of 
1956 our working capital position will be down to the bare minimum 
necessary to carry on. 

Mr. Ray. To strike a close balance for the Government’s net invest- 
ment you would subtract from this $377 million figure what should 
be $20 million instead of $10 million. 

Mr. Nosie. If we could apply the $10 million emergency fund that 
would be correct. 

Mr. Ray. I think Mr. Allen is right, Mr. Chairman. The Com- 
pany is paying the interest on this $10 million, and the Government 
has the $10 million. It is saving thereby the interest it would have 
to pay on money borrowed if it did not have that money in its Treas- 
urv. They are getting a return on that twice. 

Mr. Aten. It is a windfall to the Government for a change. 

The CuairmMan. It is about the only windfall we have been able to 
see. I compliment the canal management upon that. 

Mr. CrepereerG. Mr. Chairman ? 

The CHarmrman. Mr. Cederberg. 

Mr. CeperserG. The only problem here, as I understand it, is that 
if this were other than a Government corporation you would invest 
the $10 million at interest, and here you are investing it without 
interest. 

Mr. Nose. Exactly so. 

Mr. CEeperserG. You feel you ought to have some interest—or, let 
us say, I feel you ought to have some interest. 

Mr. Nose. It would reduce our burden if we could get interest. 

Mr. Ray. Would you not amend that to say at least they ought not 
pay interest ¢ 

Mr. Crepersere. I do not think they are actually paying interest on 
the amount, because it was never included in the capit: al; program in 
the first place. You could reduce it if you took the $10 million from 
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your capital investment. However, many corporations have to oper- 
ate with a higher capital investment and still have some emergency 
fund. Many private corporations have to do that as well. When 
they invest that investment they invest it; they just do not set it some- 
where without receiving something for it. 

The CHairmMan. You may proceed, Governor. 

Governor SeypotD. The next chart is the one showing the funds 
remaining after payment of operating expenses. ‘This shows the dis- 
tribution of income after operating expenses. 

As you will recall, we have just stated the net income for the 3-year 
period approximated $13 million. This is only a part of the story. 
The chart shows the operating income after providing for direct 
operating expenses, which includes $14.2 million of depreciation and 
general and administrative expenses. The costs of goods sold are also 
included. 

That approximated $69.5 million. Of this amount $66.5 million 
was turned over to the United States Treasury. We believe this is a 
significant accomplishment. 

The millions of dollars paid into the United States Treasury during 
the 3-year period covered the following obligations of the C neey: 
Reimbursement for the net cost of Canal Zone government, $31.5 
million; the interest paid on the United States Government's invest- 
ment of $24 million; and the reimbursement for the annuity paid to 
the Republic of Panama, $1.3 million; and also the $10 million which 
has been recently discussed. The remaining $3 million was used to 
provide funds for replacements and improvements. 

The next chart shows the capital expenditures and the method of 
financing. For the 3-year period of 1952-54 the Company re- 
tained $3 million of its income as stated, which was used for capital 
improvements. During these years capital expenditures total $24.7 
million. The funds to provide these expenditures were provided as 
shown on the chart; $15.7 million was provided through deprecia- 
tion, net income contributed $3 million, and the balance of $6 million 
was provided from the already existing working capital. 

These funds have been invested in capital assets generally as fol- 
lows: The housing program, $12.8 million; the loc ks improvement, 
£3.1 million, which I think the members of the committee have re- 
ferred to: widening a portion of Gaillard Cut 300 to 500 feet, $1.8 
million: and miscellaneous, $7 million. 

During 1955 and 1956 the projected capital expenditures would total 
$21.7 million. These funds will be provided from only two sources; 
depreciation providing $7 million and the existing working capital 
providing $14.7 million, there being no net income anticipated for 1955 
or 1956 to be utilized. 

The funds will be invested in capital assets generally as the 60- 
cycle conversion program of $5.1 million; $4.7 million for the Con- 
tractors Hill slide correction; the housing program remaining, $2 
million; to deepen Cristobal anchorage, $1.1 million: to widen Gail- 
lard Cut, $1 million: a water main that is badly needed, $1 million; 
and miscellaneous of $6.8 million, 

The period of 1952 to 1956 capital expenditures totaling $46.4 mil- 
lion will have been made. We will have made capital expenditures 
during that time of $46.4 million, all of which has been financed by the 
Company with no demand on Congress for capital appropriations. 
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The next chart is the Canal Zone Government summary of receipts 
ind expenditures for the years 1952 to 1956. The financial activities 
of the government are identical to any other Government agency 
operating from appropriated funds, thus differing from the Com- 
pany budget. 

Funds are appropriated yearly by Congress for the capital outlay, 
with of course a reimbursement later on. 

The net cost of the Canal Zone Government includes depreciation, 
ond it is important to note that funds appropriated for capital outlay 
are returned to the United States Treasury for repayment of this 
accrual, 

The chart, I think, speaks for itself. The period 1952 to 1954 covers 
the actual results of operations, und 1955 and 1956 are projected. 

The increases projected for 1955 and 1956 result primarily from 
employee benefit increases such as fringe benefits and home leave. ‘The 
increase in revenue for these 2 years Tesults primarily from sharing 
hospital and educational costs with other Government services using 
these facilities. 

The nonfund shown on the chart represents depreciation. 

The growth of returns on receipts has been somewhat steady, but it 
moved up after the Armed Forces were enjoined by Congress to pay 
their share of hospital and school expenses. 

The next chart is the details of receipts and expenditures of the 
Canal Zone Government. It is mostly a breakdown of the chart that 
has been previously shown. In the same manner we break down the 
total cost into the health and sanitation; education; police and fire 
protection; postal service; roads, streets, sidewalks and buildings; 
and miscellaneous Government. They all follow about the same 
pattern. 

There is a noticeable drop in 1954 for expenditures on health and 
sanitation, and that was caused by the reduction of our health and 
sanitation operations in the Republic. We are now, one might say, 
entirely out of the business of our health work in the two terminal 
cities of the Republic. 

The other costs, as can be expected, follow fairly well along, rising 
slightly through the years throughout, even though we have attempted 
to and have increased the efficiency, and lowered our basic costs. We 
cannot keep up with the trend. 

The next chart is the detail of receipts and expenditures of the 
Canal Zone Government for “_ vears 1954 to 1956, which is similar 
to the one you have just seen. I do not think it shows anything par- 
ticularly different in any of its trends throughout. 

The next chart is the capital outlay of “the Canal Zone Govern- 
ment. This chart summarizes funds invested in assets in the period 
1952 to 1954 and for the projected years 1955 and 1956. 

The major project for the 3 years of 1952 to 1954 has been the hous- 
ing program. Each year amounts in excess of three-fourths of the 
capital outlay were invested in this program. These funds in the 
Government were used for the preparation of townsites and the 
ground. The cost of the housing was borne directly by the Com- 
pany. This program phases out in 1955, and that is shown on the 
chart with the reduction of costs of this program to $4.4 million to 
$2.5 million, $1.1 million, and $1 million by 1955. 
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The other major program coming into being is the sewerage and 
sewage disposal program, which is now starting. It has been one that 
has been neglected, like in many places in the United States. We are 
having to put in treatment and disposal plants, primary treatment 
and disposal plants on both the Atlantic and Pacific sides. This is a 
joint capital program with the Armed Forces and to some extent with 
the Republic, but mainly with the Armed Forces, who will contribute 
their full share to this Government program, and will budget for it 
accordingly. 

All the other capital expenditures are rather normal and routine 
in nature, and generally consist of replacement of assets throughout 
the plant. 

I think this is, Mr. Chairman, a rapid summary of the fiscal status 
of the Company and our capital programs both in the Company and 
the Government, as we have shown. Actually this terminates our 
presentation. 

[ would like to say just one more word. We cannot state today the 
effect of the new treaty upon the Company and its fiscal status. There 
will be a large annual loss to the Company if these charges are placed 
against the Company, such as the increased annuity, but that is a 
matter which will have to receive the attention of Congress before 
it is done. We also will be charged, I am sure, with the extension of 
civil-service benefits to the noncitizen group. There will be a loss in 
our income due to sales of ships. And there will necessarily be a 
fairly large replacement program for employees’ quarters, schools, 
and the like, for the facilities which are now presently in that area in 
Colon, which will be transferred to the Republic of Panama. 

All of these items will be, of course, determined by the Congress 
to see what its burden shall be on the Company. It would be very 
difficult to anticipate just what the final answer will be in that mat- 
ter. The treaty has been signed but has not been ratified by the Sen- 
ate as yet. I think the outcome of that and the matter of the legis- 
lation that has been discussed here will have an effect on the fiscal 
status. The amount will be determined when the terms are set and 
the will of Congress is shown. 

Mr. Macurowicz. Will that not materially affect your projected 
estimates for 1955 and 1956? 

Governor Sryrnotp. Not 1955, sir. The action is gradual. For ex- 
ample, our people would have to live in those houses until we can 
get the other houses built, if that is so. It will start in 1956, or when 
we get the appropriation from Congress. We are not able to finance 
that ourselves. I think the period of time is somewhere around a year 
and a half or 2 years before it starts to move it, but it definitely is in 
the future for the Company to look forward to. 

The CHatrMAN. You have finished with your general statement / 

Governor Srrpotp. Yes, sir; I appreciate your allowing us to come. 
We always like to show people exactly what we have and what we are 
doing because we feel an understanding is a necessity between the 
operating groups in the zone and the committees of Congress. It has 
been a very great pleasure to be able to give you this presentation, for 
this committee, sir. 

The Cuairman. Mr. Garmatz? 
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Mr. Garmatz. Governor, I have some questions I should like to ask 
for my own benefit and some I should like to ask at the request of 
some of the other members who are not present today. 

Yesterday you said that the Company government had been suc- 
cessful in absorbing United States citizens as service was curtailed. I 
was wondering how you would absorb the 90 railroad employees we 
were discussing yesterday, when the policy appears to be that you are 
using more loc al labor? What would you intend to do with the United 
States citizens if you are unable to place them elsewhere in the Com- 
pany government organization / 

Governor SEYBOLD. I hope I was not misunderstood, Mr. Garmatz, 
in what I said yesterday. I said we have been very successful in plac- 
ing the United States citizens who have been displaced in this long- 
term program of utilizing the labor of the area. There are certain 
possibilities involved. I would also expect that there would be some 
personnel who might. be unfitted for any work except just the rail- 
road work, knowing about that work. You are familiar with that, 
too. 

Our general usage of folks has been throughout that we have guards 
and we have various types of jobs, but I do not think anyone could 
guarantee that the man would get. a position, or a position that would 
be probably equal to what he has. 

Mr. “«srmatz. Then what happens to them? Are they hired at a 
local rate on some other employment ? 

Governor SryBoip. The same thing faces people that lose a position 
somewhere. We have no means of m: aking any provision for them for 
the loss of that job, except to try to find another within our organiza- 
tion. 

Mr. Garmatz. Have they thought of the possibility of severance 
pay for any employees, like the railroads do here in the United States 
occasionally ? 

Governor Srynoip. That, to my knowledge, has not been brought 
up. 

Mr. Garmatz. Governor, I received a letter from some employees 
down there, after my visit the last siaig and they called my attention 
in the letter to the fact that around the first of the month there were 
to be 10 United States citizens, all of them veterans, to be notified 
that their jobs were going to be reallocated to a local rate of pay. 
At present. I believe this runs from 78 cents to $1.05 per hour, and the 
veterans are now receiving $2.41 per hour for the United States citizen 

rate, and will continue at this rate for 1 year. After that they will 
be reduced to the local rate. Is there any explanation for that? 

Governor SryBotp. That is part of this program that is again, I 
think, being advocated by the General Accounting Office for in- 
creased use of indigenous labor, and use in positions that the labor 
market there affords. 

Administratively we have covered this group for a period of 1 year, 
in which they are doing the same work as the local rate people driving 
these trucks, but they maintain their United States wage rate base. 
In that period of time we are trying to find jobs suitable at a United 
States wage base that they can do. 

It is a dual problem of utilizing the local wage groups that we have 
and the furtherance of that program that was sponsored by the Gen- 
eral Accounting Office. 
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Mr. Garmatz. As to the treaty, Governor, is there anything you 
can say to enlighten us as to the labor situation that may be involved 
in this new treaty / 

Governor Srysoip. I think it can be summed up rather quickly, 
Mr. Garmatz. That is, the new treaty assures the Republic of Pan- 
ama that any employee, no matter who he is, in the same type of job, 
will get the same wage. The slogan is “Equal Pay for Equal Work.” 
It means on a job that is classified as a carpenter or a carpenter's 
helper or anything else no matter who is in that job all will reecive 
the same wage base. 

The United States employee retains his tropical differential and his 
better leave schedule than is expected for the local employee. 

Mr. Garmatz. Are there any provisions in the contracts that are 
let out there for a minimum wage for the employees ‘ 

Governor SEYBOLD. No, sir. 

Mr. Garmatz. Nothing at all? 

You mentioned yesterday, Governor, that all United States citi- 
zeus Were given a security clearance. Are they given the same secur- 
ity investigations as the United States citizens are given here ? 

Mr. Wurrman. Mr. Garmatz, it is the same security program that 
we have in the United States that the United States citizens are proc- 
essed through, with background investigation. 

Mr. Garmarz. The noncitizens are given the same investigation as 
the citizens? 

Mr. Wurman. The noncitizens are cleared through substantially 
the same process; yes, sir. 

Mr. Garmatz. I have some other questions here. Mrs. Sullivan 
asked me to ask some questions relative to the kindergartens. On 
the chart after page 23 it is indicated that about 500 pupils in the 
United States schools are in kindergartens. It has been called to 
ny attention that the tuition is charged for kindergarten pupils. 
Is that so? 

Governor SeyBoiD. That is correct. The Senate, I think, stated 
in the appropriation bill last year, and it was agreed to in conference 
with the House, that education would be free for grades 1 through 
12 and that appropriate charges would be made for kinder garten and 
junior college. 

Mr. Garmarz. They have not set a rate yet for that tuition, have 
they ¢ 

Governor SEYBOLD, Oh, yes. 

Mr. Garmatz. A regular charge 4 

Governor SEYBOLD. Yes. 

Mr. Garmatz. What is the tuition going to be? 

Governor SeysBoip. I do not have it right in front of me. 

Mr. Garmatz. Will you furnish it for the record ? 

Governor SeyBoLD. Yes, sir. 

(The information is as follows :) 
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Monthly rates 





Kinder- Grades Grades Junior 
garten 1+ 7-12 college 
(a) Panama Canal Company-Canal Zone Government 
sponsorship. $8 Free Free $10 
(6) Other U. S. Government agencies’ personnel. - 8 Free Free 10 
(c) Other Canal Zone residents s Free Free 10 
(d) Nonresidents not included above. 15 $20 $25 30) 


Mr. Garmatz. How many of the 500 pupils are dependents of Com- 
pany government employees / 

Governor Srysoup. I would say that less than half are. It would 
be about the same proportion as the Armed Forces, for instance. 

Mr. Garmatz. In other words, it would be half those, and the other 
half would be dependents of the military / 

Governor SreyBoLp. Yes; with some other tuition students. 

Mr. Garmatz. Does the Department of Defense pay any tuition for 
the individuals ? 

Governor SeysoLtp. The Department of Defense, of course, pays for 
the total costs of the dependent children of their employees and mem- 
bers of the Department of Defense. They pay their costs in those 
grades. 

Mr. Garmatz. It is stated here— 

It seems to me that the kindergarten is a part of the school system here in 
the States and should be a part of the United States school system in the Canal 
Zone. 

Have you ever brought this to the attention of the Appropriations 
Committee for a restudy ¢ 

Governor Srysoitp. That matter was given very careful considera- 
tion last year by the committees. I think it was found that the policy 
varied throughout the United States. In some communities the kin- 
dergarten was supported to a greater or lesser extent, maybe entirely, 
and in others not at all. As I say; that matter was given full con- 
sideration in the hearings last yea 

Mr. Garmatz. You stated cae Governor, that you were placing 
aliens in the jobs of the United States type. Would you say the same 
number of employees will be used? In other words, is 1 alien to re- 
place 1 United States citizen ? 

Governor SryBoip. Just about, yes. It definitely has been so in 
these last movements. 

Mr. Garmatz. Do you have any aliens in the security forces in any 
way, such as local guards or policemen or fire department employees, 
in any of those branches at all ? 

Governor SeyBoip. No, sir. 

Mr. Garmartz. I think that is all I have, Mr. Chairman. 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. I have no questions, Mr. Chairman, but I should like 
to say that I appreciate personally having had the opportunity of 
~~ aring something about the operations and functions of the Panama 

Canal C ompany ¢ and the Panama Canal government. I have learned 
more about the Panama Canal picture in the last 3 days than I have 
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learned in the 8 previous years. I think you have made a splendid 
presentation, Governor. 

Governor Srysoip. Thank you. 

The Cuatrman. Mr. Miller? 

Mr. Minier. I want to concur with Mr. Tollefson that Governor 
Seybold makes a fine presentation. We were very glad to have the 
opportunity to hear him out on the west coast. 

Mr. Auten. I do not think you mentioned anywhere along the line, 
Governor, the manner in which the wages of United States ‘rated em- 
ployees is fixed in the Canal Zone. 

Governor Srysoip. Of course, they are based on comparable wages 
in the United States. The wage board group is taken from a number 
of Navy shipyards in the East and Southeast. The floating plant is 
taken from the C orps of Engineers and I think the Department of 
Interior. At least it is the ¢ ‘orps of E ngineers. They all have a basis 
inthe States. Ofcourse, they are classified and set. 

Mr. Auuen. In the classified group it would be the same as in the 
States, plus 25 percent ? 

Governor Srynotp. That is right. Of course, we add that 25 percent 
to all of those. 

On the Government side, on the police and firemen, we utilize the 
salary base of the District of Columbia for that. 

Mr. Auten. That is also true of the teachers, I believe? 

Governor Srypoup. Yes, sir. 

Mr. Auten. The pay of the teachers in the District of Columbia 
plus 25 percent? 

Governor Seysorp. That is right. 

Mr. ALLEN. Every time we put through a 10-percent raise here you 
raise their salaries 1214 percent automatically ? 

Governor Sernoip. Yes, sir. 

Mr. Aten. Is that an average of the nine Navy shipyards, for the 
pay for mechanics ? 

Governor Srysoup. I think it is a smaller number than that, but 
it is an average of the number that is used. 

Mr. Auten. It is that average which is actually a sort of fictitious 
figure, since it is not pay in any one Navy shipyard, except by accident; 
but it is about the best base you can get? 

Governor Sryrsoip. That is right. Of course, it kind of fits our 
overall, too, we think. It has been very satisfactory. 

Mr. Antex. With regard to the number of United States rate em- 
ployees on the canal operation itself, is it true that as a policy you 
endeavor to keep enough United States citizens down there to be able 
to direct the operation of the canal and actually operate it if given 
sufficient untrained help ? 

Governor Srysoip. That is exactly so, Mr. Allen. Of course, all 
sensitive positions, even as understood by the new treaty, will be 
manned by the United States personnel. We have not gotten a 
definite number on those sensitive positions, but they will be sufficient 
to do exactly what you say. Also, of course, they cover the protection 
of the plant. 

We have confidence that if there were disturbances on the other side 
to the point where these people could not come to work or something 
happened we could operate the canal with very little delay. 
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Mr. Auten. There is one question with regard to tolls. The tolls 
are charged against United States vessels transiting the canal. In 
the fixing of the tolls you use that income in order to determine the 
actual toll charge per vessel ¢ 

Governor SEYBOLD. Yes. 

Mr. Aen. I think that with that credit for Government vessels 
going through the amount you pay into the Treasury to reimburse 
the Treasury for the expense of the canal is reduced by the amount 
of that credit ? 

Governor Seysoitp. That is right. 

Mr. Auten. From that point on does anyone pay the Treasury for 
the use of the canal by the Government ships? Do any of the charges 
get charged back to the services which use them ? 

Governor Srysoip. Not to my knowledge. 

Mr. Auen. I remember that the General Accounting Office stated 
that the ships of the MSTS, in comparing charges, had the use of the 
canal free. 

Governor Sernoip. There has been some discussion of that. I think 
possibly that conception came from the GAO, that they should pay us 
in cash and we in turn pass it back to the Treasury. Iam —_ ‘so sure 
us to what was in their minds. They had some reason for 

We feel that the present situation is quite satisfactory, a we are 
not ambitious to collect dollars from Government agencies and pass 
them back to the Treasury. I am not familiar with their conception 
or thought there. 

Mr. Aten. I can see where you are satisfied with your operation, 
but I am curious to know whether there is any charge here in the 
Treasury in Washington which shows that the Government is taking 
a loss on the canal operation annually by the amount of the unpaid 
bills of the armed serv , es. 

Governor SrysBoip. I do not know that it is a loss. We look upon 
it, Mr. Allen, as though the Government has received service and paid 
for the service. 

Mr. ALLEN. Some future acocuntant may dig up the fact that in 
the operation of the canal it cost us all this money and we never got 
it. I was wondering whether that was going to be charged against 
your operation or going to be charged against the operation of the 
Department of Defense. 

Governor Sersotp. Although I am not familiar with it I do not be- 
lieve that the other departments—mainly the Defense Department 
which would use the canal, budget for its use that way. 

Mr. Auten. Mr. Chairman, I would like to add to the compliments 
paid by the other members of the committee that I was around the 
canal enough to get a pretty good idea of it myself, and not only has 
the presentation been accurate in what has been presented, but I do not 
think they left out anything. 

The CHamman. Mr. Van Pelt. 

Mr. Van Perr. What services, if any, do we supply to the Pana- 
manian Government ¢ 

Governor Seysoip. Mainly municipal water. We did for a while 
have charge of the sanitation, gathering up garbage and trash and 
maintaining the streets and water and sewage lines. We stopped 
that. The Comptroller reminds me of the leprosarium. We have 
mostly Panamanian inmates there. They pay for that, however. 
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Mr. Van Petr. Who maintains the highway / 

Governor Srysoip. The Transisthmian Highway ! 

Mr. Van Petr. Yes. 

Governor Srysoup. I think the answer is that the Armed Forces do. 
They budget for it. We do the work and they pay us. I think the 
Army budgets for the cost of maintenance of the highway. 

Mr. Van Per. But it belongs to the Panamanian Government? 

Governor SeyRoup. Yes, and is fully controlled by the Panamanian 
Government. 

Mr. Van Per. On the question of tolls, how do you collect for 
them? Are the individual companies billed for them ? 

Governor Seysoip. The ships generally have a ships’ agent on the 
Zone or in Panama, and he arranges for the tolls. They do not go 
through the Canal before we have the money. 

Mr. Van Perr. Thank you. 

The Cuarman. Mr. Ray. 

Mr. Ray. I have no questions, but I appreciate the clearness of the 
statement you have made. 

The CuarrmMan. Mr. Maillard. 

Mr. Maituiarp. No questions. 

The Cuatrman. Mr. Cederberg. 

Mr. Ceperserc. I want to say, Governor the last 2 years it has been 
iy pleasure to sit on the opposite end of the picture handling the ap- 
propriations for the Panama Canal. As I recall there was some con- 
cern about a hospital situation down there. Has that been straight- 
ened out / 

Governor SeyBotp. Yes. The Canal Zone Government operates 
the hospitals on the Canal Zone. The other hospitals have been 
closed, the Armed Forces hospitals have been closed. 

Mr. CeperserG. And you are handling them all in your hospital / 

Governor SEYBOLD. Yes. 

Mr. CreprerserG. Have you determined what effect the new treaty 
might have on the overall economy of Panama when we take the local 
rate people and put them on a higher salary ? 

Governor SeYBoLD. May I revert back to the statement I made that 
the treaty does not say anything about the wage base. It says every- 
one in that job gets paid the same. So whether or not it will be raised, 
I do not know. I know it is in the minds of many that the treaty has 
that in it, but it does not. 

Mr. CeperserG. We can assume that will happen, can we not / 

(rovernor SEYBOLD. I do not know. I think we have to go back and 
read the treaty itself. That is something in the future. We do not 
know, 

Mr. CeperBERG. Just one more question. If aman goes down there 
for a particular job and you give him a year at his present salary then 
he is turned over to local people, is there any guarantee when he goes 
down there as to the length of time he will be kept on the job? 

(rovernor SEYBOLD. No, sir. 

Mr. CeperserG. If we should find that the efficiency of the local 
rate people is not as good as the United States Government people, 
will we have : authority at a later date under the treaty to say we do 


not feel the local rate people are doing the job as efficiently and can 
we make a change? 
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Governor SrysBotD. I am afraid not. There is nothing in the treaty 
or the memoranda of understandings about efficiency, and its meas- 
urement, as you realize, is extremely difficult, so I do not think that 
can be done. 

Mr. CrperBerc. Does the treaty specifically state the number of 
positions that shall be given over to the local rate people ‘ 

Governor SEYBOLD. No, sir. 

Mr. Crperserc. It is up to your discretion ? 

Governor Srypou. It just says that people shall have equal pay 
for equal work. 

Mr. Ceperserc. Then it would be in the best interest of the Panama 
Canal, possibly, if we were slow in implementing the program so 
that if the efficiency is not as high as it should be we can cut it back 
before we have gone too far? 

Governor Sreynoip. Of course we do move cautiously. We are doing 
practically nothing except talking and thinking about what will hap- 
pen or what will not happen until the Senate is through, not knowing 
whether or not anything will come out in the hearings that will indi- 
cate the understandings. 

Mr. Ceperserc. That is all, Mr. Chairman. 

The Cuairman. Is it intended that the contemplated construction 
of an all Isthmian Highway by the Company will be for the strict 
use of the Company ¢ 

Governor Srysotp. Well, of course all our roads, Mr. Chairman, 
in the zone, by mutual agreement, are usable throughout; but com- 
mercially there is that feature of this new understanding that for 
commercial bus and truck service they would not use that new sec- 
tion of the road if and when it was built. 

The CHarrman. There will be considerable loss of revenue by the 
railroad when it discontinues commercial service in the city. Who 
will take that over? 

Governor Seysotp. There are some fairly large Panamanian truck- 
ing companies. 

The CHatrman. Do they pay anything for the privilege of com- 
mercial activities on highways maintained by the United States Gov- 
ernment ? 

Governor SryBoip. No, sir. 

The CuHatrman. That is a matter in the treaty, then / 

Governor SryBoLtD. No. The Secretary, Mr. Chairman, has been 
with the Company longer than I have. He might comment on that. 

Mr. Wuirman. Under the terms of the agreement under which the 
highway was constructed, it was built for Panama. It is their road. 
It was built by the United States for Panama. 

The CHarrman. Free use for all purposes ? 

Mr. Wurman. Yes. It is their road. 

The Cuarrman. On behalf of the members of the committee who 
are not here, it is certainly pleasing to hear the high compliments 
paid you by the members who are here. I want to join in the tribute 
paid you and your staff on the spendid presentation you have made 
of Panamanian affairs and isthmus affairs and the operation of the 
canal, You have carried on with a high degree of managerial, execu- 
tive, and administrative ability that has made this operation such a 
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success. We can understand, and you can understand, how you can- 
not satisfy everybody, but I think all in all you have done a very fine 
job. Weappreciate your coming before us. 

Governor SeyBoLp. Thank you, sir, very much. 

The Cuatrman. This will conclude the series of hearings that the 
committee has been holding with the various agencies. 

I would like those 01 the committee who are here to remain a few 
minutes for an executive meeting. 

(Thereupon, at 11:40 a. m., the hearing was adjourned.) 
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A PORTRAIT OF THE FUNNEL FoR WorLp COMMERCE—THE PANAMA CANAL 


Prepared in connection with presentation, by Governor John 8. Seybold, before 
the Committee on Merchant Marine and Fisheries, House of Representatives, 
Eighty-fourth Congress, first session, at Washington, D. C., March 29-31, 1955 


FOREW ORD 


The Panama Canal is an American institution standing as a monument to the 
genius of these United States; an achievement stemming from a demand per- 
sistent for centuries; a man-made feat produced by American determination and 
imagination, and given to world commerce. 

The service record written by over 40 years of operation of the canal is equal 
to the inspiring story of its construction. It has been served loyally and well 
by the successors of the earth movers. Under all conditions—through war and 
peace—the ships of all nations have moved with dispatch and without contro- 
versy. The canal has been and is an example of American efficiency and unselfish 
service to the peoples of the world. 

Today, just as yesterday, the problems of the Panama Canal stem from the 
sometimes conflicting concepts of its relation to history, including its formation 
and location; to trade, foreign and domestic; to fiscal policy ; and to its function 
as an arm of defense of the United States and the free world. 

At the outset, then, the Panama Canal is an activity of diverse missions which 
produces inherent problems of operation and organization. Outside factors 
are at play influencing its primary role. Changes in one area complicate 
operations in another. Few problems except the mechanical or the purely opera- 
tional are ever completely solved, but like Government itself, evolve into a series 
of adjustments to fulfill the needs of the moment. Upon which specific policy 
or phase of its operations is the central interest of the moment rests the decision 
as to which specific activity or type operation is to be given principal importance 
and primary consideration. These decisions, in turn, influence or determine its 
organization. The one main mission of the Panama Canal—the transiting of 
ships from one ocean to another—can be accomplished economically and expe- 
ditiously (assuming no major construction requirements) through several differ- 
ent forms of control. The present form is specifically well adapted tor today’s 
situation. 

Often the small problems of the Panama Canal and the Canal Zone are 
magnified to extremes far beyond their proper value. Such a loss of perspective 
occurs inevitably unless the main, fundamental mission of the waterway is recog- 
nized to be service as the funnel for world commerce. 


INTRODUCTION 


The story of the Panama Canal dates back more than four centuries. There 
was no enterprise of its nature in the history of man which was so long sought 
or so sorely needed. Its construction provides one of the richest sagas of United 
States history. The impact of its existence is felt throughout the world where 
nations or people depend on maritime commerce. The record of the conduct of 
the business of the Panama Canal, moving ships from ocean to ocean, is a testi- 
monial to the skillful job which has been done for the commerce of the world. 
Its service record in World War II alone speaks for itself in its usefulness to 
our national security. 

Today, this great international public utility, unique in annals of Government 
operation, is entering a new era in its engrossing history. At this moment when 
the canal enterprise is on the verge of undergoing the most marked change 
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since the construction period, it is wise and desirable for all those who legislate, 
administer, or utilize the canal to consider its complex operations and problems. 
Just as everything seems to be changing rapidly in this atomic age, the Panama 
Canal finds itself growing in importance in the national ; and in the world picture. 
Every year still more Americans become more dependent on foreign trade; every 
year the canal looms as a more vital lifeline in the struggle for the survival of 
man’s individual freedom. Simultaneously, the character of the canal opera- 
tion is changing. Today we have a concept of a public service corporation linked 
together with a Government agency; the two so closely united one cannot be 
separated from the other. 

Congress, in consonance with the current development of methods and changes 
in the science of economic controls, has furnished the mechanics to meet the 
challenge of carrying forward the complex operation and preserving the success, 
the tradition and the spirit which has characterized the Panama Canal in the 
past. The problems now on the horizon arising from the adjustment of con- 
comitant issues are of such basic importance and effect when applied to the 
canal organization as to require sound consideration by all. Through the fol- 
lowing presentation it is desired to highlight the fundamental activities and 
results of the operation, especially the service record of the organization since 
1950, and to develop the outstanding, current and consequential problems. 
Essential to this presentation is the first chapter, the history of the waterway. 
The Panama Canal itself is the result of four dominant factors, each of which 
has been associated with the United States and its people throughout our coun- 
try’s existence: vision, engineering, human brawn and capital. 


ITS HISTORY 

The first surveys 

Since the height of the tropical rainy season in the year 1502 when Christopher 
Columbus looked searchingly at the Chagres River and the hills beyond in quest 
of the western passage, then turned his back on the chance to discover the 
Pacific Ocean, the 28,575 strategic square miles of the Isthmus of Panama have 
witnessed more history than most places a hundred times its size. 

After Columbus sailed away on a voyage of heartbreak and disappointment 
21 years passed before Vasco Nunez de Balboa crossed the narrow strait and 
discovered the Pacific Ocean. The history of the interoceanic waterway then 
began to unfold rapidly. In 1534 Emperor Charles V of Spain issued instruc- 
tions to his governor of Panama to undertake the first actual survey of the 
Panama route. Although the emperor’s representative reported that no monarch 
could hope to accomplish such a feat, studies related to the construction of a 
Panama Canal and of canal traffic have been practically continuous from that 
date to the present. 

For 31% centuries, the hopes and aspirations of traders and navigators for an 
easy passageway between the Atlantic and Pacific Oceans alternately withered 
and sprang to life. Every major maritime nation toyed with the idea of build- 
ing a canal and the Panama route was but one of mny which was given serious 
consideration, 


The Panama Railroad 


Interest in the construction of a man-made channel was aroused in the United 
States while the Nation was still in its infancy. Benjamin Franklin, Thomas 
Jefferson, Henry Clay, and John C. Calhoun were among the early statesmen to 
ponder the question. Two events of the mid-19th century served to heighten 
American interest in the project: the discovery of gold in California and the 
completion of the Panama Railroad across the Isthmus in 1855. The comple- 
tion of the latter was dependent on the former. Built by North American enter- 
prise, despite inconceivable hardships and obstacles, with North American capi- 
tal, engineered by North Americans who were supplied with most of their food 
and materials and much of their skilled labor from the United States, the 
Panama Railroad was later indispensable to the United States in the successful 
completion of the Panama Canal. Originally capitalized at $1 million, the 
Panama Railroad eventually represented a fortune of more than $100 million in 
dividends and investments. Its stockholders collected dividends of as much as 
44 percent a year at the peak of its earnings: in its last half century, as a cor- 
poration owned wholly by the United States, it paid almost $24 million into the 
United States Treasury. 

The concession for the railroad’s construction, granted in 1848 by New Gra- 
nada (Colombia), tied the Panama Railroad inextricably to the canal project by 
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giving the concessionaires veto rights over the canal’s construction, necessitating 
the first French Canal Co. buying controlling interest in the railroad in 1878 
upon obtaining a concession from Colombia to build a canal across Panama. The 
ill-fated effort of the French to build the Panama Canal was begun in 1882. The 
first French Canal Co. operated until 1889 and a reorganized company resumed 
operations in 1894, continuing work of varying extent until its rights and prop 
erty were purchased by the United States under the authority of the act of 
Congress of June 28, 1902. 

Public attention aroused 

Events such as the annexation of the Hawaiian Islands during the latter part 
of the 19th century served to focus public attention on the need for a sure and 
swift means of transfer of naval power from the Atlantic to the Pacific. Parallel- 
ing these were the Spanish-American War and recurring political upheavals in 
Latin American countries bordering the Caribbean which invited intervention by 
European powers. Especially was popular demand for a canal aroused by the 
90-day trip of the United States cruiser Oregon all the way around the Horn to 
join American naval units in Cuban waters. 

All of these, however, were but contributory factors. The expansion of United 
States commerce was an impelling force. The production of agricultural products 
and manufactured goods began to exceed the Nation’s requirements and manu- 
facturing interests began to require raw materials from abroad. 

The United States purchases rights and properties 

The purchase of the French Canal Co.’s rights and properties on May 4, 1904, for 
$40 million was a climax to a series of international episodes which had been 
piled on top of each other with startling rapidity during the preceding 10 years. 
Events directly relating to the canal included the declaration of independence 
by the Republic of Panama on November 3, 1903; approval of the Provisional 
Government of Panama of the canal treaty on December 2, 1903; and ratification 
of the treaty by the United States Senate on February 23, 1904. 


The Canal Zone 


The 1903 convention (discussed in the final section) established the Canal Zone 
which later adopted a motto significantly descriptive of the achievement soon 
to be realized: “The Land Divided—the World United.” 

Generally speaking, the Canal Zone, as shown by the accompanying map, is an 
area approximately 10 miles wide extending 5 miles on each side of the canal 
from deep water in the Atlantic to deep water in the Pacific, excepting the city of 
’anama on the Pacific side and the city of Colon on the Atlantic side, which are 
adjacent to the two Canal Zone terminal communities of Balboa and Cristobal. 

In effect, the Canal Zone is a United States Government reservation. There is 
no privately owned property, of course, and all land, including living quarters, 
are owned and administered by the Government. 

Approximately 372 square miles of land and 275 square miles of submerged 
area lies within the boundaries of the Canal Zone. 

The topography is broken and hilly. The Contintental Divide roughly paral- 
lels the Pacific coast, about 10 miles inland therefrom. The highest point in 
the Canal Zone is Galera Hill, which rises to elevation 1,205. The alinement 
of the canal follows low contour lines through river valleys and low divides. As 
a result of being constructed at right angles to the axis of the Isthmus of 
Panama, which extends from southwest to the northeast, the canal’s Atlantie 
entrance is 33.52 statute miles north of and 27.02 miles west of the Pacific 
entrance. 

The Canal Zone is marked by outcroppings of a wide variety of rock types, 
ranging from hard and strong volcanic materials to comparatively soft and 
weak sedimentary rocks. Abrupt vertical and horizontal changes in rock types 
are the rule, and folding and faulting are common. 

Historical records indicate that no catastrophic earthquakes have occurred 
in the Canal Zone area. Minor tremors are frequent, but relatively few are 
strong enough to be felt by the inhabitants. 

The climate of the Canal Zone is characteristic of the low altitudes near the 
equator, with moderately high temperatures and humidity throughout the year, 
frequent showers and thunderstorms, and freedom from violent general storms. 
The year is divided into two seasons, a 4-month dry season from January to 
April, and an 8-month rainy season from May to December. The average yearly 
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total rainfall varies from 68 inches on the Pacific coast to 130 inches on the 
Atlantic coast. The maximum rainfall recorded in the Canal Zone and vicinity 
is 0.90 inch in 5 minutes, 5.68 inches in 1 hour, and 13.62 inches in 24 hours. 
‘There are no decided changes in temperature, either day-to-day or seasonal, the 
average daily high and low temperatures ranging from 87 degrees to 73 degrees. 
Very little rain falls during the dry season, but the steady trade winds have 
a tempering effect. However, the generally high humidity is oppressive to many 
people unaccustomer to the tropics. The heavy rainfall prevents certain types 
of construction during the S-month rainy season. The high humidity and heat 
promote infestatio: termites and teredos and other insects as well as mildew, 
dry rot, rapid oxidization, and other causes of deterioration of construction 
materials, 


Construction 


The story of the construction of the Panama Canal is familiar to all Americans. 
Built in the early years of this 20th century and presenting construction prob- 
lems of first magnitude, the canal acquired a physical pattern dependent upon 
the transportation of those days. Its evolution is now a current problem. 

The importation of some 30,000 West Indian laborers, inured to tropical living, 
supplemented by an approximately equal force of migrant laborers attracted by 
wages higher than the general level in the Caribbean area, and about 10,000 con- 
tract workers from Southern Europe provided the labor force. Supervisory and 
skilled labor was furnished practically entirely from the United States. 

The maintenance of the labor force, provisioning it, and providing its common 
needs were as vital to the success of the project as the machinery and equipment. 
The issue came to a crisis in 1905. Prices rose so exorbitantly that the labor 
force could not eat. Chief Engineer John F. Stevens reported that staple food 
prices had risen from 100 to 1,000 percent within 18 months. A new agreement 
was reached which extended the commissary privilege to all employees. The 
canal organization has since furnished all necessary services to its employees 
resident in the Canal Zone, and in some services—hospitalization, commissary, 
und recreation privileges—to nonresident employees of the Federal Government, 

Shops, piers, coaling and fueling facilities, in short, all accessories to support 
the operation of the canal-and the employees engaged in maintenance and oper- 
ation were constructed concurrently with the canal itself so that on the day the 
S. S. Ancon made its historic trip through the new waterway on August 15, 1914, 
1 day before the landing of the British Expeditionary Forces in France at the 
beginning of World War I, the canal and the Canal Zone were equipped with the 
plant to support the transit of ships. In general, the plant exists today. It has 
been well maintained. It was suprisingly well engineered, far in advance of its 
time as shown by its service record; but, today it is becoming obsolescent. 

The organizational and administrative difficulties in building the canal were 
equally complex. Before the many-faceted operation became geared to its primary 
mission a commission of 7 members, 2,000 miles away from the scene, and, 
later a 3-man committee in the zone had turns at solving the vexatious ques- 
tions involved. Finally, the construction of the waterway was carried to a 
successful conclusion and operations begun under the leadership of a single 
chairman and chief engineer ind Governor in the Canal Zone, 


ITS OPERATION 
Transiting the Canal 

An observer in a helicopter watching a ship transit the Panama Canal would 
irst see the vessel drawing near to the outer buoys marking the dredged channel: 
thereafter, he would merely see the unhurried progress as the ship moves through 
the sea level reaches from the ocean to the locks; the approach to the locks; the 
halting movements as the ship arrives at the lock wall and receives its towing 
lines; the pause in each of the lock chambers in which the vessel is raised a total 
of approximately 85 feet: the apparent leisurely sailing through the wide Gatun 
Lake channels; the progress through the Comparatively tortuous reaches of 
Gaillard Cut; and, then, the reverse process of the vessel being lowered back to 
sea level and the unimpeded movement to the sea for, in effect, a departure to a 
new destination. 

On the average, it has taken the ship a little more than 8 hours from the time 
it entered the channel at Cristobal until it cleared the light buoy marking the 
deep water in the Pacific. The observer, however, would not see or hear the 
continued orders of the Panama Canal pilot on the bridge of the vessel maneuver- 
ing his ship manned by a foreign complement. He would not see or hear the 
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intricate and coordinated interplay of the operators of the electric locomotives 
(the Panama Canal mule), the specific, selected detail of operations of the locks 
mechanism by an operator who in all probability has been many a.year at just 
that post and who has in those years passed many thousands of ships through 
either the Gatun, Pedro Miguel, or Miraflores locks. The observer would not 
know that daily the channel in the cut and other points along the 50-mile water- 
way has been checked for possible obstruction ; that the dispatcher at the Balboa 
board was constantly in touch with each pilot of every ship in transit and that 
this dispatcher was seeing in front of him on a model board the progress of each 
ship in miniature. 

Neither would the observer be aware of the fact that battleships which clear 
the lock walls with but a few inches are as routine as the tramp Liberty ship. 
This transit—this complex transit of today was not obtained or is it maintained 
by chance or decree. Procedures and training of all personnel from the pilot 
in charge to the individual linehandler, the overall administrative coordination 
of all efforts involved in fiscal, supply, and operations has been developed through 
these many years. Constant attention is given to new methods and new proce 
dures to meet new problems—mostly problems of increased volume (the number 
of ships transited)—with increased efficiency and the utilization of 1955 tools 
of control. 

Much has been said of the capacity of the Panama Canal, and much has been 
made of the fact that the locks, which measure 110 feet by 1,000 feet, cannot 
accommodate “Queens” or some specific naval vessels. These statements are 
quite true, but commercially the Panama Canal is and will be for many years 
adequate in size to accommodate the merchant fleet of the world. 

The only cana’ in the world which can accommodate vessels of comparable 
size is the Suez Canal, but even it has a draft limitation of about 34 feet, preclud- 
ing its use by fully laden supertankers. The Suez Canal does not accept respon 
sibility for safe transit; its pilots act as advisers and do not assume authority 
over the vessel's handling. 


Total traffic, 1914-54 


In accomplishing its primary mission of transiting ships from one ocean to the 
other, the Panama Canal has handled 233,841 transits of all types and classes of 
vessels since August 15, 1914. For this service the canal has collected $736.- 
527,652 in tolls and has received $12,860,367 in the form of tolls credits fer transit- 
ing United States Government owned or controlled vessels. The receipt of tolls 
credits for United States Government vessels is of recent origin, beginning during 
the fiscal year 1952. The value of the services performed by the Panama Canal 
for United States Government vessels prior to 1952, calculated on the same basis, 
would have amounted to $70,603,000. 

Traffic passing through the canal is divided into three main categories, namely : 
(1) Commercial traffic, which is that engaged in regular commerce; (2) United 
States Government traffic, which consists of ships in the direct service of the 
Government from which the Company has derived tolls credits at the prescribed 
rates since fiscal year 1952; and (3) free traffic, consisting of ships transiting 
the canal for repairs at the Company shipyards and public vessels of the Govern- 
ments of Colombia and Panama. The latter is relatively negligible. 

The figure of $736,527,652 collected from commercial shipping in the form of 
tolis appears large when considered by itself, but compared to the vast savings 
in dollars and time accruing to these vessels by using the canal in preference to a 
longer water route, this 736.5 million dollars becomes trifling. 

The traffic utilizing the Panama Canal is captive in the sense that it would 
have no economic alternative to use of the canal, even though tolls were raised 
materially. Savings from shortened sailings between New York and San Fran- 
cisco are estimated to be approximately $42,750 for a C—3 type cargo ship as the 
reduction over the route around South America represents 7,873 nautical miles, 
or approximately 22 days sailing for a T-2 tanker or 20 days for a C-3 type cargo 
ship. These savings are net savings, the cost of canal tolls having been deducted 
The savings are accruing to American shipping each day by the use of the 
Panama Canal. In addition, the ocean freight rate for general cargo over this 
route has increased from $4.15 per 100 pounds in 1948 to $6.32 per 100 pounds at 
present, or an increase of $2.17 or 52.3 percent. This is likewise true on other 
routes. The ocean freight rate between the Atlantic and gulf ports of the United 
States for general cargo is $70 per ton and has increased $16.45 or 36.9 percent 
since 1945. 
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The highest ocean freight rate for general cargo of routes using the canal is 
the rate of $78 per ton between the Atlantic and gulf ports of the United States 
and the west coast of South America. The lowest known general cargo freight 
rate in trade with the United States is the $35 per ton rate between Australia 
and the Atlantic and gulf ports of the United States. Within the range of $78 per 
ton and $35 per ton the 90 cents per ton that the canal receives represents only 
a small portion of ocean freight. Panama Canal tolls are based on the earning 
capacity of the vessel and not on the amount of cargo the vessel is carrying; 
however, a comparison of tolls with operating costs of any cargo ship would 
show the same comparative result. 

Approximately 5 percent of the world ocean-going cargo traffic passes through 
the Panama Canal each year. This trend is showing a downward trend, being 
4.4 percent in 1929, 4.5 percent in 1937, and 4 percent in 1950, intercoastal traffic 
excluded. 

Tolls by fiscal years 1914-54 


Traffic history of the Panama Canal has been anything but static, as can be 
seen by the foregoing chart. Trafiic for the first years of operation grew slowly 
because of World War I, slides in the canal, the necessary reorientation of 
shipping to take advantage of the new waterway, and the time required to 
produce confidence in the canal. 

The period following World War I, 1920-30, was one of great expansion of 
traffic through the canal. During this 11-year period, tolls increased by 218 
percent. This increase reflected the combination of four traffic-producing phe- 
nomena: (a@) The normal recovery from World War I; ()) the reorientation 
of world shipping to exploit the new trade routes made possible by the Panama 
Canal: (c) the consequences of a period of worldwide prosperity: and (d) the 
large shipments of California oil. Tanker traffic assumed such proportions that 
during fiscal year 1924 there was an average of 4.7 tankers transiting the canal 
each day. 

Between 1929 and 1933 the volume of cargo passing through the canal declined 
by 40.7 percent and tolls declined by 27.7 percent. The remainder of this period, 
to 1939, was one of slow recovery from the precipice of 1933. Recovery, however, 
never achieved the 1929 level. 

The next distinct phase in Panama Canal traffic was the period of World War 
Il and the postwar recovery from 1939-50. World shipping was considerably 
disorganized by the war and this was reflected in a tremendous drop in commer- 
cial traffic using the canal. Commercial traffic fell to the lowest level for any 
full year since the opening of the canal. Actual traffic volume through the canal 
did aot parallel the drop in commercial tonnage. Total traffic declined in the 
early years of the war, but as the Allies became fully mobilized for global war 
the demand for transits increased to record heights. Most of these transits 
were made by ships operated in the service of the United States Government. 
and therefore, they passed through the canal tolls-free. Following cessation of 
hostilities the recovery of traffic through the canal was rapid. 

Since 1951, several factors have combined to move traffic to further records. 
These factors have been (a) the Korean action; (b) United States economic 
aid to other countries; (¢c) the temporary Closing of the refinery in the Far East 
at Abadan; (d) general recovery from World War II: and (e) discovery of new 
sources of raw materials advantageous to the Panama Canal such as the movement 
of iron ore from Peru to the United States. Each year has seen commercial 
traffic climb to new levels. Government traffic has not followed commercial 
traffic, however. The peak of Government traffic during this postwar period, 
was achieved during fiscal 1953. Tolls credits, reflecting tonnage shipped, have 
declined from a monthly average of approximately $461,000 during 1953 to the 
present average of $116,000, or a decline of approximately 75 percent. 

Prediction of canal traffic is extremely difficult. The slightest change in world 
economic or political conditions has an immediate effect on Panama Canal traffi 
but to date no pattern or base upon which to predict future traffic has been 
found satisfactory although many means have been tried, such as the Suez Canal 
traffic patterns, statistical projections based on previous Panama Canal traffic, 
combinations of statistical projections with various modifying factors, and 
economic analysis of major areas of the world. For its short range prediction the 
Company now utilizes the anticipated movements of 11 commodities forming 
the bulk of traffic. Even this method cannot be relied upon except as a guide, 
and such results must be further adjusted by other methods. 
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Commercial traffic is expected to remain at or above its present level for the 
next several years. A further decline, however, is anticipated in the movement 
of United States Government vessels through the canal. In fiscal year 1955 
total tolls revenues, based on current assumptions, will be approximately 6 percent 
helow the 1954 level. 

Sources of tolls by nationality of vessels 

Annually the commercial vessels of some 25 to 30 nations of the world transit 
the canal and contribute their proportionate share to the tolls collected each 
year. 

In the 17-year period from 1923 to 1939, the five leading nations in point of 
canal usage were the United States, Great Britain, Norway, Japan, and Germany. 
Over that period United States-flag traffic declined progressively from a peak 
of 60 percent of the tolls paid for fiscal year 1924 to 35.4 percent of the commer- 
cial tolls paid during fiscal year 1938. United States register vessels have paid 
44.0 percent of all the tolls collected from commercial vessels during the history 
of the canal. 

In the period since World War ITI the nationality of vessels transiting the canal 
has been similar to the prewar pattern. During this postwar period the five 
leading nations have been the United States, Great Britain, Norway, Panama, 
and Japan. The major change being the removal of German-flag vessels from 
the top five and the entry of vessels flying the Panamanian flag. 

Japan has made remarkable recoveries in its position of importance. The 
first Japanese vessels transited the canal, during this postwar period, in fiscal 
vear 1951 and accounted for only eight-tenths of 1 percent of the tolls collected, 
whereas in the fiscal year 1954, 5.8 percent of the tolls collected from commercial 
vessels were from Japanese-flag ships. 


Panama Canal commercial tolls revenue by type of vessels and percent of United 
States-flag vessels 

The nature of the types of vessels transiting the canal can be seen in the fore- 
going chart. The vast majority of vessels have been “general cargo” type vessels. 
Special carriers make up but a small percentage of total transits during a year. 

Prior to the war passenger vessels transiting the canal Were an important 
segment of traffic. Since the war the level of passenger vessels has been running 
about 50 percent of the prewar level. 
Commercial cargo movements and principal commodities 

The number and types of commodities passing through the canal during a 
year are as numerous as the wants and desires of the peoples of the world, but 
records consistently show that there have been 11 commodity groups that have 
accounted for approximately 75 percent or more of the cargo tonnage passing 
through the canal. 


Commercial cargo movements by direction 


The Pacific to Atlantic cargoes are primarily raw materials and agricultural 
products while a large part of the Atlantic to Pacific cargoes consist of manu- 
factured or semifinished commodities. Raw materials, agricultural products, 
and partially processed commodities comprise the bulk of total canal traffic. 

While Pacific to Atlantic cargo movements have consistently exceeded Atlantic 
to Pacific movements, the foregoing chart indicates definite changes in the move- 
ment of some of the commodity groups. A tremendous movement of ores and 
metals was in progress during 1938 from Atlantic to Pacific, amounting to some 
20 percent of the total Atlantic to Pacific movements. This was due to the vast 
amount of scrap metal which moved to Japan prior to the last war. The same 
‘commodity, but in the Pacific to Atlantic direction, amounted to approximately 
28 percent of the Pacific to Atlantic trade during fiscal year 1954. This was 
caused primarily by the movement of iron ore from Peru to the east coast of the 
United States. 

A number of commodities moving through the canal—sugar, for example. 
moves in both directions. The Pacific to Atlantic movements are from Hawaii 
and the Philippines to the United States while the Atlantic to Pacific movements 
are from Cuba and Brazil to Japan primarily. Sugar is a controlled import 
commodity in many countries. 

The nitrates from the Chilean nitrates fields, long an important 


commodity 
passing through the canal, are feeling the effect of synthetic fertilizers as is ap- 
parent by the decline taking place in the Pacific to Atlantic movements and the 
ncrease in synthetics from Atlantic to Pacific. 
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Soybeans and their products have followed a pattern similar to mineral oils. 
Prior to the war those two commodity groups were important commodities in 
the Pacific to Atlantic trade. Following the war their direction of flow has 
reversed and they are now important commodities in the Atlantic to Pacific trade 
with mineral oils accounting for approximately 25 percent of the total Atlantic 
to Pacific movements during fiscal year 1954. 

Coal and coke has had a tremendous growth since the war due to the de- 
pendence of Japan on United States coal. 


Origin and destination of cargo by major geographical areas 


Pacific to Atlantic—The major areas of importance in the origin of cargo 
movements from Pacific to Atlantic are the west coast of South America, 35.1 
percent ; west coast of the United States, 20.8 percent; the west coast of Canada, 
20 percent; and Asia, 10.4 percent. 

Of the total movement, the east coast of the United States received 58.9 percent 
of the Pacific to Atlantic cargoes and Europe received 30.3 percent. 

The east coast of the United States received 62.7 percent of the cargo originat- 
ing on the west coast and Europe received 20.6 percent. 

Of the commodities destined for the east coast of the United States through 
the Panama Canal from the Pacific during fiscal year 1954, 46.3 percent came 
from the west coast of South America, 22.1 percent from the west coast of the 
United States, and 15.8 percent from Asia. 

{tlantic to Pacific—The east coast of the United States, with 61.4 percent of 
the total, is the principal origin of commodities moving from the Atlantic to the 
Pacific. The West Indies originated 15.3 percent and Europe 15.1 percent during 
fiscal year 1954. 

The major areas of destination of this cargo were Asia which received 42.4 
percent; the west coast of the United States, 18.7 percent ; and the west coast of 
South America, 17 percent. 

Of the cargo originating on the east coast of the United States, 60.4 percent was 
destined for Asia and 20.5 percent to the west coast of the United States. 

During 1954, 67.5 percent of the cargo received on the west coast of the United 
States originated on the east coast of the United States and 14.5 percent in 
Europe. 


United States intercoastal trade route 


Waterborne traffic between the east and west coasts of the United States 1s 
designated as intercoastal shipping and constitutes an important portion of 
Panama Canal traffic. 

Intercoastal shipping has varied from 50.1 percent of all the commercial cargo 
passing through the canal in the early twenties to the recent year’s 12.8 percent. 
This traffic is greatly dependent on the movement of petroleum products. The 
high point in oil shipments was reached in 1924 when the movement of pe- 
troleum products from the West to the East amounted to 75 percent of the total 
intercoastal cargo tonnage. 

Important commodities moving over the intercoastal route during recent years 
are lumber, canned-food products, and woodpulp from the west coast and iron and 


steel manufactures, mineral oils, paper and paper products, and sulfur from the 
east coast. 


Cargo shipments by principal trade routes 


There are a combination of some 72 possible trade routes between major geo- 
graphical areas of the world which can and do utilize the Panama Canal. The 
majority of the cargo passing through the canal, however, moves over only eight 
of these trade routes. 


idequacy of the canal 


The adequacy of the Panama Canal can be viewed on several bases. Here 
consideration is given only to the “commercial adequacy” problem. 

The two major factors in determining the capabilities of the canal to meet 
the needs of commercial shipping are (a) the size of ships which can be accom- 
modated and (6) the volume or number of ships which can transit per day with- 
out appreciable delays. 

In the case of the first, those ships too large to utilize present canal facilities 
are limited to the “queens” and one ore ship built for specific trade between the 
east coasts of the United States and South America, and “carriers.” Because 
the harbors of the world themselves cannot accept them, the commercial ships 
of such exceptional size are only designed for specific runs. 
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Studies to date have led to the conclusion that the size of commercial ships 
as built today is not a critical factor in the adequacy of the canal. Unless a 
revolutionary change in propulsion occurs, the canal will not be rendered obsolete 
by the size of vessels in world trade as of this date and in the foreseeable future. 

The more basic problem from the “commercial adequacy” view is the number 
of transits per day. 

The present dependable capacity of the waterway is limited to the number of 
lockages that can be made through one lane of a set of locks using single culvert 
operation, which is the limiting condition during overhaul periods. Overhauls 
are scheduled for each lock installation every 5 years and are alternated between 
the Pacific and Atlantic sets of locks, resulting in a lock overhaul every 2% 
years. Therefore, during an overhaul each lock is inactive for 5 to 6 weeks, 
so that for approximately 36 weeks in every 5 years the capacity of the canal is 
limited to the traffic that can be handled through a single lane. At present this 
dependable capacity is 23 lockages per day (at Gatun locks). 

The Company is now engaging in making certain improvements to present 
locks whereby the dependable capacity will be increased approximately 25 per- 
cent during this critical period. There is also under study a further program 
which with small major changes in existing facilities would more than double 
the present capacity but would require several years to complete. The main 
features of such plan would provide for the elimination or considerable reduc- 
tion of the outage time of any lane of locks for overhaul; elimination or consider- 
able reduction of the restrictions imposed by Gaillard Cut, providing passing sta- 
tions in this section of the canal; and the provision of effective aids for low- 
visibility navigation so that vessels can safely transit the cut during periods of 
fog or heavy rain. 

During times of normal operation or when the locks are not under overhaul, the 
maximum capacity that could be obtained with the present locks and canal, but 
with additional locomotives, is estimated to be approximately 54 lockages per 
day—more than double the present demand. 


ITS ORGANIZATION 
One coordinated unit 


Upon the manner in which the activities of the Panama Canal are conducted 
as a coordinated United States enterprise rests the uninterrupted service of this 
lifeline of world commerce. Although all parts of the operation are merged 
into the primary mission, the smaller activities are essential to the whole. 

This fact is emphasized by the contrasting sketches which appear on the two 
preceding pages. The first is presented as a tourist-eye view of the canal. 
Experience has shown that the average tourist visiting the Canal Zone has 
visualized the Panama Canal simply as the “big ditch” connecting the two 
oceans With ships sailing serenely through the waterway and palm trees flowing 
gently in the trade winds. The second sketch brings to life the reality of the 
operation, indicating the facilities and supporting services required to transit 
ships day in and day out, without mishap. 


Basie legislation 


The fundamental legislation Public Law 841 of the 8lst Congress established 
the pattern and provided the basic conception of the Panama Canal Company- 
Canal Zone Government organization, effecting the philosophy of division be- 
tween the Government functions and the functions which pertain to the operation 
of an international public utility. This law placed the civilian organization 
which operates the canal enterprise on a commercial basis, without profit motive 
but fully sustaining, including the costs of operation of the Canal Zone Gov- 
ernment functions. The legislation was aptly termed unique in the annuls of 
Government by the Senate report which recommended its adoption. 

Previous to the enactment of Public Law 841 the canal was operated and the 
Canal Zone was governed by three fundamental legislative acts: The Spooner 
Act of 1902, the Panama Canal Act of 1912, and the Panama Railroad Company 
Act of 1948. Under the Spooner Act, which embodied the commitment of the 
United States to build the canal, and the Panama Canal Act, the canal and zone 
operated through almost a half century as a Government agency, receiving its 
yearly appropriations and returning its revenue directly into the Treasury. 

Under the Spooner Act the United States acquired the stock of the Panama 
Railroad Company along with other assets of the New French Canal Co., and 
after 1903 the Corporation was operated as an adjunct to the construction, main- 
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tenance, and operation of the Canal. In 1948 the Company was reincorporated 
under a Federal charter which continued the management with a Board of 
Directors of not more than 13 members. In 1950 Public Law 841 transferred 
the operation of the waterway to the Corporation along with other supporting 
business activities. 

Effective July 1, 1951, Public Law 841 provides for the Government agency 
called the Canal Zone Government to be administered by the Governor of the 
Canal Zone, appointed by the President of the United States with the advice and 
consent of the Senate. The Canal Zone Government is directly under the Presi- 
dent. By delegation, the Secretary of the Army in his personal capacity repre- 
sents the President in the supervision of administration of the Canal Zone 
Government. 

By this same law the operation of the waterway and all supporting functions 
was consolidated in the Government Corporation known as the Panama Canal 
Company, with its ownership by the Government represented by the Secretary 
of the Army as “stockholder” in his individual capacity as the personal repre- 
sentative of the President of the United States for such purpose. The stock- 
holder appoints the 13 members of the Board of Directors in which management 
of the Coproration is vested. 

General officers of the Company are elected by the Board of Directors with the 
exception of the Chairman of the Board, who is appointed by the stockholder to 
serve during his pleasure, and the President of the Company, who is the Gov- 
ernor of the Canal Zone, and in whom executive direction is placed. The general 
officers have such authority and perform such duties as the Board of Directors 
prescribe. In addition to the Chairman and the President, the Company's gen- 
eral officers include the Vice President, Comptroller, and Secretary. Under the 
bylaws of the Corporation, each general officer of the Corporation has such addi- 
tional duties and authority as are commonly incident to his office. 


Canal Zone Government 


Through the Canal Zone Government, as an independent agency of the execu- 
tive branch, the United States Government exercises governmental authority and 
is responsible for the exercises of some Federal functions and all the usual func- 
tions of State and local government, including the maintenance of courts, schools, 
hospitals, police and fire departments, customs, quarantine, immigration, and 
postal services, and maintenance of highways and sewers. 

Administrative, accounting, and personnel management services to the Canal 
Zone Government are provided by the Panama Canal Company, with which the 
Canal Zone Government is closely interrelated in purpose, organization, and 
operations. In addition, the Company furnishes plant and personnel to the Canal 
Zone Government for several continuing operations on a reimbursable basis. 

Evidence of the unique and complex situation in the Canal Zone can be readily 
found in any one of the governmental functions. An illustrative example is in 
the field of public education, where the children of citizens of the two countries, 
the United States and Panama, who reside in the Canal Zone, are each afforded 
an education in suitable schools for the child to prepare himself for the environ- 
ment where he will spend his adult life. This requires a two-school system. The 
United States schools afford an education which provides for interchange with 
accredited schools in the United States. Similarly, the Latin American schools 
provide for an interchange with the Republic of Panama. English and Spanish 
languages are taught in the respective schools. 

Enrollment in the Canal Zone schools is shown on the first of the next two 
charts. 

Problems arising from employment of two nationalities extend throughout each 
activity of the Government and the Company. 

Health and sanitation are continuing functions of the Canal Zone Government 
ever demanding primary consideration. There is an unending fight against 
disease and against bacteria and insects which multiply rapidly where there is 
no Winter season to halt propagation. Constant control is a necessity in preven- 
tion and treatment as well as against the introduction of disease in this tropical 
center of transportation by ships operating between all the ports of the world. 

The Canal Zone Government operates the only hospital facilities in the Canal 
Zone, serving the Company-Government employees and all military patients, as 
vell as employees of other Government agencies in the area, and dependents of 
these groups. The patient load of the Canal Zone hospitals is depicted in the 
second of the two charts. 
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in the history of the Canal, Company-Government employment was reduced from 
18,735 as of June 30, 1951, to 14,811 as of June 30, 1954, a total reduction of 
3,924, or 20.9 percent. While the Company handled 1,250 more ships in 1954 
than in 1952, the payroll was reduced by $2 million in this period, in spite of 
the fact that labor rates increased a full 10 percent. 

Before making a more detailed examination of the Panama Canal dollar it 
should be noted that the Canal organization is not so concerned with itself in- 
ternally as to overlook its responsibilities in the field of international relations. 
The economy of the neighboring Republic of Panama “across the street” from the 
Canal Zone is boosted daily as a result of the buying policy of the Panama 
Canal Company. During the past 3 fiscal years the Canal organization has made 
direct purchases amounting to more than $7 million from Panamanian suppliers, 
Revision in financial policies 

The reorganization of the Panama Canal enterprise in 1951 necessitated a 
far-reaching revision in the accounting and financial policies that had grown up 
during the 37 years of the Canal’s operation. It was the intent of the reorgani- 
zation to make the enterprise financially self-supporting. In the fiscal area, the 
reorganization required the three following major steps: 

1. A complete overhaul and modernization of the accounting system to 
furnish the financial data upon which sound management decisions could 
be made. 

2. Establishment of a sound valuation for the investment in canal and 

related facilities. 

3. Establishment of economically sound and equitable policies for fixing 
rates and prices for the Company’s many and varied services. 


Revision of accounting system 


The accounting system inherited from the former Panama Canal Agency has 
been substantially revised along commercial accounting lines. The work has 
been done under the immediate direction of a new Comptroller who was appointed 
in 1952. Basically, the work has been done with the Company’s own forces, with 
the assistance of qualified consultants and staff of the General Accounting Office. 
It has been financed entirely from savings resulting from the adoption of simpli- 
fied and streamlined procedures. 


Valuation of properties 


The legislation authorizing the transfer of the Panama Canal properties to 
corporate status required the valuation of these properties from a commercial 
viewpoint to establish the Government’s investment therein. The Company is 
obligated to pay a return to the Treasury on this investment. The properties 
concerned in the transfer had a gross book cost of approximately $600 million 
and embraced a wide variety of structures, improvements, and facilities scattered 
throughout the Canal Zone. 

Under the terms of the law, the values as finally developed by the Company 
are subject to approval by the Director of the Bureau of the Budget. 

The Company, for economy reasons, elected to conduct the valuation program 
with its own forces, which has resulted in a substantial saving to the Govern- 
ment, although it has taken a longer time to complete the study on this basis. 

Material valuation adjustments, made in accordance with valuation policies 
approved by the Bureau of the Budget, have been taken into the accounts on a 
telitative basis. By 1954 the major adjustments expected by our valuation staff 
to result from the appraisal had been determined and incorporated in the 
accounts. 

The valuation study is, however, not yet completed and the Director of the 
Bureau of the Budget has not approved the adjustments. 

The first of the following nine charts is an analysis of net direct investment 
of the Panama Canal Company as tentatively stated on June 30, 1954: 

The tentative net direct investment figure of $377 million as shown at the 
bottom of this chart represents the tentative investment of the United States 
Government in the Panama Canal Company. This valuation is the result of com- 
putations made in accordance with management's understanding of the intent of 
the law and complies with the policies approved by the Bureau of the Budget. 

The Company introduced proposed legislation in the 2d session of the 83d 
Congress partly at the request of the Appropriations Committees of both Houses. 
This legislation would authorize the inclusion in the tolls base of: 

1. Provisions for amortization of nondepreciable fixed assets of the Canal, 
and 
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2. Interest On the Government's investment in interes¢ Capitalized during 
the Construction period. 

Authority to recover depreciation On the channe} and “ertain other tixed 
assets was also Proposed jn the legislation. These assets had been Classified as 
Londepreciable by the former Panama Cana] Agency, but now ure Considered 
depreciable by management. The bills Were not reported out of Committee and 
lave recently been reintroduced in the present Session. If enacted into law 
they would haye the effect of increasing the Company’s fixed charges for interest. 
depreciation. and tmortization. 

Except for adjustments that wil] he required in the event of the enactment of 
such legislation 4s just mentioned, the Company believes the most Significant 
adjustments to be developed in the tppraisal haye how been made, 

The net direct investment figure of S377 Million Shown on the accompanying 
chart is believe to bea reasonably firm Valuation of the iny estinent of the United 
States Government in the Panama Cana] Company under the eXisting Statutes. 
Basis for establishm, nt Of rates and prices 

The Company is expected to recover through revenues, jn addition to ordinary 
expenses of OPeration, maintenance. and depreciation, {@) the net COST of Cana] 
Zone Government functions conducted on the isthmus : (0) the annuity to 
Panama paid annually by the State Department - and (¢) interest On the Goy- 
ernment’s investment. It is recognized that this cannot be balanced fach year 
Since (ra ftic levels 4nd other factors vary from year to year and rates of tolls 
Should only be changed on a long-term basis, [f is therefore *xpected that there 
Will be years in which there Will be net income 4nd other years in Which there 
Will he losses. 

The Company has ©onstrued its charter as establishing that the Primary 
Mission of the Company is the Maintenance and Operation of the Panama 
Canal for the (ransiting Of ships from one ocean to the other, While jit also 
Provides 4uXiliary Services to Shipping and sells e€ssentia] Services to employees 
and Certain of its other Services ft, the public Senerally, if is ob iously CO cana) 
folls that the Company basically Must look in meeting its financig) Obligations. 
Tolls rates must be adequate to Cover all costs 4nd expenses after allowing full 
Credit for the Contribution to fixed charges recovered from Sales of 4uXiliary and 
Supporting Services. 

Prices for these incidental] Services are fixed With a View to recovering all 
COStS, direct and indirect, reasonably &asSessa ble afainst them, taking inte con- 
Sideration value to the recipient 4nd publie Policy or interest Served. Ac in 
the case of Private industry, the Company has found that the 4SSessment of 
£enera] expenses for Price-setting purposes cannot Satisfactorily be determineg 
by the application of arbitrary allocation formulas Which prorate expenses 
uniformly Over all Classes of Service, For example, an allocation formula that 
would Produce reasonable prices for harbor termina] Services Would make the 
charges for Vesse] repairs Prohibitiye and thus deny the Company Profitable 
revenues from the latter source as Well as Penalize the unfortunate Shipowner 
requiring UNAaVOidable emergency repairs, Such pricing would obviously be 
more than self-defeating in any attempt to reduce amounts recoverable from 
tolls. 

Under its present pricing Practices, the Company is, in the 4feregate. recoy- 
ering from Such sales of supplementary Services, al] direc; COStS and a reasonable 
Share of feneral indirect expenses including interest and the net ©OSt of Cana] 
Zone Government. Although its Construction of the Statutes jn this regard 
has been questioned by the Genera] Accounting Office jin its audit reports for 
1952 and 1953, it is the Considereg OPinion of the Company that its Practices 
conform With a reasonable and necessary Construction of the law. 


ITS FUTURE 
Pending decisions 

The changing character of the canal Operation is evident and the interplay of 
factors influencing the Primary Mission continues. 

The decisions pending jn the fiseg) area may produce Profound effects on the 
operations and Possibly the organization of the company S0vernment,. but un- 
doubtedly the most apparent far-reaching eleemnts are the currently Pending 
adjustments in the agreements Which Primarily S°vern the relations between the 
United States and the Republic of Panama. 
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Basic treaty rights and obligations of the United States 

In brief, the basic treaty rights and obligations are these contained in the 19038 
convention, the 1936 and 1955 treaties: 

Nineteen hundred and three convention.—The convention signed by the two 
countries on November 18, 1903, and proclaimed February 26, 1904, established 
the zone of land and land under water for the construction, maintenance, opera- 
tion, sanitation and protection of the proposed canal, of a width of 10 miles, 
extending 5 miles on each side of a center line of the proposed canal and 3 marine 
miles to sea on either side of the isthmus, excluding the cities of Panama and 
Colon and their harbors. 


The 1903 treaty which guaranteed the independence of the then infant Republic 


of Panama and obligated the United States to pay the Republic an outright pay- 
ment of $10 million and an annuity of $250,000 per annum during the life of the 
convention beginning 9 years after ratification, and other benefits, in turn granted 
the United States in perpetuity all the rights to the use, occupation and control 
of the zone, to the exclusion of the exercise by the Republic of such sovereign 
rights, the right to a monopoly for the construction of any system of communica- 
tion by means of canal or railroad across the isthmus, and certain rights neces- 
sary for the direct or indirect construction and maintenance of the canal. 

This treaty was mutually satisfactory and desired because, for Panama, it 
guaranteed her independence and put her in a position to realize the natural 
economic benefits of the canal operation resulting from its geographic position, 
and, for the United States, it cleared the way for the construction of the canal 
and its maintenance and operation in perpetuity by the United States. 

The advantages of the treaty were then apparent to both countries and the 
subsequent advantages that have enured to both countries have demonstrated 
the essential equity and fairness of the treaty as well as its soundness in precept 
of use and control of the United States. 

1936 treaty.—The 1936 General Treaty of Friendship and Cooperation pro- 
claimed July 27, 1939, modified and revoked certain rights held by the United 
States under the 1903 convention and placed a number of restrictions on the 
rights of the United States within the Canal Zone. 

Certain provisions considered as out of order to the status of a sovereign na- 
tion were abrogated and the United States agreed to limit residence and the 
sales of goods and services in the zone to persons directly related to the canal 
enterprise and not permit the establishment in the Canal Zone of new private 
business enterprises other than those having a direct relation to the operation 
and maintenance of the canal. The annuity payments were increased to $430,000. 

1955 treaty—Under the new treaty signed January 25, 1955, and the related 
Memorandum of Understandings Reached the United States would undertake 
to increase the annuity $1,500,000 to a total of $1,930,000 per year, convey to 
the Republic of Panama certain lands and improvements owned by canal agen- 
cies within the Territory of Panama (see accompanying chart), require zone 
agencies to revise their wage practices, extend the Civil Service Retirement Act 
to noncitizen employees of the Government, and require the discontinuance of 
sales of goods and services in the Canal Zone to noncitizen Government employ- 
ees who do not reside in the Canal Zone. The obligation covering the return 
of lands, wages for labor, and civil-service retirement is stated to the effect 
that the United States will submit such as proposals to Congress for action. 

The effects of these understandings upon the fiscal structure of the company 
may be far-reaching but cannot be specifically determined until Congress has 
acted upon each item and its specific intent known. 


Xx 








